








Statement by Directors pursuant to
Section 169(15) of the Companies Act, 1965

In the opinion of the Directors, the financial statements set out on pages 40 to 103 are drawn up in accordance with the provisions
of the Companies Act, 1965 and applicable approved Financial Reporting Standards issued by the Malaysian Accounting
Standards Board so as to give a true and fair view of the state of affairs of the Group and of the Company at 31 December 2007
and of the results of their operations and cash flows for the year ended on that date.

Signed on behalf of the Board of Directors in accordance with a resolution of the Directors:

Dato’ Mohamad Idris bin Mansor

Lee Swee Eng

Kuala Lumpur,
Date: 25 April 2008

Statutory Declaration pursuant to
Section 169(16) of the Companies Act, 1965

I, Ho Guan Ming, the officer primarily responsible for the financial management of KNM Group Berhad, do solemnly and sincerely
declare that the financial statements set out on pages 40 to 103 are, to the best of my knowledge and belief, correct and |
make this solemn declaration conscientiously believing the same to be true, and by virtue of the provisions of the Statutory
Declarations Act, 1960.

Subscribed and solemnly declared by the above named in Kuala Lumpur in the Federal Territory on 25 April 2008.

Ho Guan Ming

Before me:
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Report Of the Auditors to the members of

KNM GI‘OUp Berhad (Company No. 521348-H) (Incorporated in Malaysia)

We have audited the financial statements set out on pages 40 to 103. The preparation of the financial statements is the
responsibility of the Company’s Directors.

It is our responsibility to form an independent opinion, based on our audit, on the financial statements and to report our opinion
to you, as a body, in accordance with Section 174 of the Companies Act, 1965 and for no other purpose. We do not assume
responsibility towards any other person for the content of this report.

We conducted our audit in accordance with approved Standards on Auditing in Malaysia. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes an assessment of the accounting principles used and significant estimates made by the Directors, as well as
evaluating the overall financial statements presentation. We believe our audit provides a reasonable basis for our opinion.

In our opinion:

(@) the financial statements are properly drawn up in accordance with the provisions of the Companies Act, 1965 and applicable
approved Financial Reporting Standards (FRS) issued by the Malaysian Accounting Standards Board so as to give a true and
fair view of:

i) the state of affairs of the Group and of the Company at 31 December 2007 and the results of their operations and cash
flows for the year ended on that date; and

i) the matters required by Section 169 of the Companies Act, 1965 to be dealt with in the financial statements of the Group
and of the Company; and

(b) the accounting and other records and the registers required by the Companies Act, 1965 to be kept by the Company and its
subsidiaries of which we have acted as auditors have been properly kept in accordance with the provisions of the said Act.

The subsidiaries in respect of which we have not acted as auditors are identified in Note 33 to the financial statements and we
have considered its financial statements and the auditors’ report thereon.

We are satisfied that the financial statements of the subsidiaries that have been consolidated with the Company’s financial
statements are in form and content appropriate and proper for the purposes of the preparation of the consolidated financial
statements and we have received satisfactory information and explanations required by us for those purposes.

The audit reports on the financial statements of the subsidiaries were not subject to any qualification and did not include any
comment made under subsection (3) of Section 174 of the Act.

KPMG Ow Peng Li
Firm Number: AF 0758 Partner
Chartered Accountants Approval Number: 2666/09/09(J)

Kuala Lumpur,
Date: 25 April 2008
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Balance Sheets
at 31 December 2007

Group Company

Note 2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Assets
Property, plant and equipment 3 468,973 393,955 = -
Intangible asset 4 6,672 4,233 - -
Prepaid lease payments 5 15,826 11,569 - -
Investments in subsidiaries 6 - - 36,686 36,186
Investments in associates 7 - - - -
Investment in jointly-controlled entity 8 = - = -
Other investments 9 2,474 2,374 - -
Deferred tax assets 17 37,664 49,087 - -
Amount due from subsidiaries 10 - - 249,761 236,615
Total non-current assets 531,609 461,218 286,447 272,801
Inventories 11 62,185 24,756 -
Receivables, deposits and prepayments 12 547,925 438,491 8 81
Current tax assets 2,659 5 - -
Cash and cash equivalents 13 105,330 91,225 335 9,738
Total current assets 718,099 554,477 338 9,819
Total assets 1,249,708 1,015,695 286,785 282,620

Equity
Share capital 261,646 128,891 261,646 128,891
Reserves (7,541) 62,590 862 56,378
Retained earnings 301,365 198,849 22,974 26,068

Total equity attributable to

shareholders of the Company 555,470 390,330 285,482 211,337
Minority interest 199 14,702 - -
Total equity 14 555,669 405,032 285,482 211,337
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Balance Sheets
at 31 December 2007 (contd)

Group Company
Note 2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Liabilities
Loans and borrowings 15 45,007 42,948 - -
Long term payable 16 33,345 28,677 - -
Long service leave liability 2,832 2,535 - -
Deferred tax liabilities 17 53,855 56,365 - -
Total non-current liabilities 135,039 130,525 - -
Payables and accruals 18 310,379 295,634 1,062 69,631
Loans and borrowings 15 220,907 156,575 - -
Current tax liabilities 27,714 27,929 241 1,652
Total current liabilities 559,000 480,138 1,303 71,283
Total liabilities 694,039 610,663 1,303 71,283
Total equity and liabilities 1,249,708 1,015,695 286,785 282,620

The notes on pages 47 to 103 are an integral part of these financial statements.
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Income Statements
for the year ended 31 December 2007

Group Company
Note 2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Revenue
Contract revenue 1,230,116 908,987 - -
Management fees - - 8,013 10,974
Dividend income - - 96,817 20,000
1,230,116 908,987 104,830 30,974

Contract costs recognised as an expense (911,727) (712,826) - -
Gross profit 318,389 196,161 104,830 30,974
Other income 19,080 16,397 - -
Administration expenses (83,190) (56,746) (3,671) (4,352)
Other expenses (29,298) (26,856) - -
(Goodwill written off)/Negative goodwill (1,050) 26,440 - -
Results from operating activities 20 223,931 155,396 101,159 26,622
Financing costs 21 (9,875) (10,060) (542) (3,476)
Interest income 1,302 1,176 545 3,232
Share of profit of jointly-controlled entity 8 - 1,033 - -
Profit before tax 215,358 147,545 101,162 26,378
Tax expense 22 (28,882) (9,356) (18,639) (2,485)
Profit for the year 186,476 138,189 82,523 23,893
Attributable to:

Shareholders of the Company 188,133 132,506 82,523 23,893

Minority interest (1,657) 5,683 - -
Profit for the year 186,476 138,189 82,523 23,893
Basic earnings per ordinary share (sen) 23 18.12 12.97
Diluted earnings per ordinary share (sen) 23 17.73 12.60
Dividend per ordinary share (sen) - net 24 5.00 5.12 5.00 5.12

The notes on pages 47 to 103 are an integral part of these financial statements.
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Consolidated Statement of Changes

N EqU lty for the year ended 31 December 2007

<— Non-Distributable —— Distributable

Share Share Revaluation Translation Share option Retained Minority Total

Note capital premium reserve reserve reserve earnings Total interest equity

Group RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000

At 1 January 2006 74,806 3,638 6,735 374 - 71,866 157,419 - 157,419

Issuance of shares

- ESOS 14.1 3,800 12,501 - - - - 16,301 - 16,301

- Bonus issue 141 42,614 (42,614) - - - - - - -

- Private placement 141 7,671 84,382 - - - - 92,053 - 92,053

Share-based payments 19 - - - - 541 - 541 - 541
Acquisition of equity

interest in subsidiary - - - - - - - 9,107 9,107

Expenses not recognised
in income statement

- Share issue expenses - (2,070) - - - - (2,070) - (2,070)
Exchange difference on

translation of the

financial statements

of foreign entities - - - (897) - - (897) (88) (985)
Profit for the year - - - - - 132,506 132,506 5,683 138,189
Dividend to shareholders 24 - - - - - (5,523) (5,523) - (5,523)
At 31 December 2006/

1 January 2007 128,891 55,837 6,735 (523) 541 198,849 390,330 14,702 405,032

Note 14.1 Note 14.2 Note 14.3 Note 14.4

At 1 January 2007 128,891 55,837 6,735 (523) 541 198,849 390,330 14,702 405,032
Issuance of shares
- ESOS 14.1 3,232 1,477 - - - - 4,709 - 4,709
- Bonus issue 141 129,523 (56,858) - - - (72,665) - - -
Share-based payments 19 - - - - 125 - 125 - 125

Expenses not recognised

in income statement

- Share issue expenses - (260) - - - - (260) - (260)
Exchange difference on

translation of the financial

statements of foreign entities - - - (14,673) - - (14,673) 439  (14,234)
Profit for the year - - - - - 188,133 188,133  (1,657) 186,476
Dividend to shareholders 24 - - - - - (12,952) (12,952) - (12,952)
Acquisition of minority

interest 34 - - - - - - - (18,285) (13,285)
Transfer to share premium for

share options exercised - 375 - - (875) - - - -

Derecognised of deferred tax
liabilities arising from Real

Property Gains Tax Exemption - - 58 - - - 58 - 58
At 31 December 2007 261,646 571 6,793 (15,196) 291 301,365 555,470 199 555,669
Note 14.1 Note 14.2 Note 14.3 Note 14.4

The notes on pages 47 to 103 are an integral part of these financial statements.
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Statement of Changes in Equity
for the year ended 31 December 2007

Non-
<«+——distributable —» Distributable
Share
Share Share option Retained
capital premium reserve earnings Total

Company Note RM’000 RM’000 RM’000 RM’000 RM’000
At 1 January 2006 74,806 3,638 - 7,698 86,142
Issuance of shares
- ESOS 141 3,800 12,501 - - 16,301
- Bonus issue 141 42,614 (42,614) - - -
- Private placement 141 7,671 84,382 - - 92,053
Share-based payments 19 - - 541 - 541
Expenses not recognised in

income statement

- Share issue expenses - (2,070) - - (2,070)
Profit for the year - - - 23,893 23,893
Dividend to shareholders 24 - - - (5,523) (5,523)
At 31 December 2006

/1 January 2007 128,891 55,837 541 26,068 211,337
Issuance of shares
- ESOS 141 3,232 1,477 - - 4,709
- Bonus issue 141 129,523 (56,858) - (72,665) -
Share-based payments 19 - - 125 - 125
Expenses not recognised in

income statement

- Share issue expenses - (260) - - (260)
Transfer to share premium

for share options exercised - 375 (875) - -
Profit for the year - - - 82,523 82,523
Dividend to shareholders 24 - - - (12,952) (12,952)
At 31 December 2007 261,646 571 291 22,974 285,482

Note 14.1 Note 14.4 Note 14.5

The notes on pages 47 to 103 are an integral part of these financial statements.
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Cash Flow Statements
for the year ended 31 December 2007

Group Company
2007 2006 2007 2006
Note RM’000 RM’000 RM’000 RM’000
Cash flows from operating activities
Profit before tax 215,358 147,545 101,162 26,378
Adjustments for:
Amortisation of prepaid lease rights 162 192 - -
Depreciation of property, plant and equipment 2,524 2,494 - -
Dividend income - - (96,817) (20,000)
Gain on disposal of property, plant and equipment (280) (1,479) - -
Gain on foreign exchange - unrealised (8,000) (1,075) - -
Interest expenses 8,294 9,379 539 3,352
Interest income (1,302) (1,176) (545) (3,232)
Loss on foreign exchange - unrealised 1,761 5,177 - -
Goodwill written off / (Negative goodwill) 1,050 (26,440) - -
Share of profit in jointly-controlled entity - (1,033) - -
Share-based payments 125 541 70 541
Operating profit before working capital changes 219,692 134,125 4,409 7,039
Changes in working capital:
Inventories (87,429) (4,159) - -
Receivables, deposits and prepayments (98,082) (91,922) 78 145
Payables and accruals 18,660 (56,100) (68,569) 68,479
Cash generated from/(used in) operations 102,841 (18,056) (64,082) 75,663
Tax paid (22,780) (16,323) (2,733) (2,367)
Interest paid (1,097) (1,115) - -
Interest received 1,302 1,176 545 3,232
Net cash generated from/(used in) operating activities 80,266 (34,318) (66,270) 76,528
Cash flows from investing activities
Acquisition of subsidiaries, net of cash acquired 34.1 - (7,731) - -
Advances to subsidiary companies - - (13,091) (124,767)
Dividend received - - 79,500 20,000
Profit guarantee received - 10,070 - -
Increase in investment in subsidiary - - (500) (1,000)
Increase in prepaid lease payments 5 (4,625) - - -
Proceeds from issuance of share to minority interest 200 - - -
Proceeds from disposal of property,
plant and equipment 1,551 2,197 - -
Acquisition of property, plant and equipment (ii) (98,045) (23,470) - -
Acquisition of minority interest (15,924) - - -
Net cash (used in)/generated from investing activities (116,843) (18,934) 65,909 (105,767)
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Cash Flow Statements
for the year ended 31 December 2007 (contd)

Group Company
2007 2006 2007 2006
Note RM’000 RM’000 RM’000 RM’000
Cash flows from financing activities

Dividend paid to shareholders of the Company (12,952) (5,523) (12,952) (5,523)
Interest expenses (7,206) (8,264) (539) (3,352)
Proceeds from ICP/IMTN 92,000 108,000 - -
Proceeds from issuance of shares 4,709 108,354 4,709 108,354
Withdrawal / (Placement) of pledged deposits 19,244 (19,244) - -
Repayment of bills payable (175) (5,334) - -
Repayment of hire purchase liabilities (2,703) (810) - -
Repayment of MUNIF - (72,000) - (72,000)
Repayment of term loans (15,896) (7,457) - -
Share issue expenses (260) (2,070) (260) (2,070)
Net cash generated from/(used in) financing activities 76,761 95,652 (9,042) 25,409
Net increase/(decrease) in cash and cash equivalents 40,184 42,400 (9,403) (3,830)
Cash and cash equivalents at beginning of year 58,049 15,649 9,738 13,568
Cash and cash equivalents at end of year (i) 98,233 58,049 G685 9,738

(i)

(i)

Cash and cash equivalents

Cash and cash equivalents included in the cash flow statements comprise the following balance sheet amounts:

Group Company

2007 2006 2007 2006

RM’000 RM’000 RM’000 RM’000

Cash and bank balances 73,483 63,693 335 9,738
Deposits with licensed banks and financial

institutions (excluding deposits pledged) 31,847 8,288 = -

Bank overdrafts (7,097) (18,932) - -

98,233 58,049 335 9,738

Acquisition of property, plant and equipment

In prior year, the Group acquired property, plant and equipment with an aggregate cost of RM25,453,000, of which

RM1,983,000 was acquired by means of hire purchase.

The notes on pages 47 to 103 are an integral part of these financial statements.
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Notes to the Financial Statements

KNM Group Berhad is a public limited liability company, incorporated and domiciled in Malaysia and is listed on the Main Board
of the Bursa Malaysia Securities Berhad. The addresses of its registered office and principal place of business are as follows:

Registered office and principal place of business
15, Jalan Dagang SB4/1

Taman Sungai Besi Indah

43300 Seri Kembangan

Selangor Darul Ehsan

The consolidated financial statements as at and for the year ended 31 December 2007 comprise the Company and its subsidiaries
(together referred to as the Group) and the Group’s interest in associates. The financial statements of the Company as at and for
the year ended 31 December 2007 do not include other entities.

The Company is principally engaged in investment holding activities and provision of management services, whilst the principal
activities of the subsidiaries are as stated in Note 33 to the financial statements.

The financial statements were approved by the Board of Directors on 25 April 2008.
1. Basis of preparation
(a) Statement of compliance

The financial statements of the Group and of the Company have been prepared in accordance with applicable approved
Financial Reporting Standards (FRS) issued by the Malaysian Accounting Standards Board (MASB), accounting principles
generally accepted in Malaysia and the provisions of the Companies Act, 1965. These financial statements also comply
with the applicable disclosure provisions of the Listing Requirements of the Bursa Malaysia Securities Berhad.
The accounting policies adopted by the Group and the Company are consistent with those adopted in the previous
year except for the adoption of the new and revised FRSs issued by the MASB that are effective for the financial period

beginning on 1 January 2007, FRS 124: Related Party Disclosures.

Other than the expanded disclosure requirements as shown in notes to the financial statements, the adoption of FRS
124 does not have any significant impact on the financial statements of the Group and of the Company.

The MASB has also issued the following FRSs and Interpretations that are effective for annual periods beginning after
1 January 2007, and that have not been applied in preparing these financial statements.

FRSs / Interpretations Effective date
FRS 107, Cash Flow Statements 1 July 2007
FRS 111, Construction Contracts 1 July 2007
FRS 112, Income Taxes 1 July 2007
FRS 118, Revenue 1 July 2007

FRS 120, Accounting for Government Grants and
Disclosure of Government Assistance 1 July 2007
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Notes to the Financial Statements (contd)

1. Basis of preparation (cont’d)

(a) Statement of compliance (cont’d)

FRSs / Interpretations Effective date

Amendment to FRS 121, The Effects of Changes in

Foreign Exchange Rates - Net Investment in a Foreign Operation 1 July 2007
FRS 134, Interim Financial Reporting 1 July 2007
FRS 137, Provisions, Contingent Liabilities and Contingent Assets 1 July 2007
FRS 139, Financial Instruments: Recognition and Measurement To be announced
IC Interpretation 1, Changes in Existing Decommissioning, Restoration and Similar Liabilities 1 July 2007
IC Interpretation 2, Members’ Shares in Co-operative Entities and Similar Instruments 1 July 2007

IC Interpretation 5, Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds 1 July 2007

IC Interpretation 6, Liabilities arising from Participating in a Specific Market —
Waste Electrical and Electronic Equipment 1 July 2007

IC Interpretation 7, Applying the Restatement Approach under FRS 129,
Financial Reporting in Hyperinflationary Economies 1 July 2007

IC Interpretation 8, Scope of FRS 2 1 July 2007
The Group and the Company plan to apply the abovementioned FRSs and Interpretations for the annual period beginning
1 January 2008 except for FRS 120, Accounting for Government Grants and Disclosure of Government Assistance, IC
Interpretation 1, 2, 5, 6, 7 which are not applicable and FRS 139, Financial Instruments: Recognition and measurement
which the effective date has yet to be announced.

The impact of applying FRS 139 on the financial statements upon first adoption as required by paragraph 30(b) of FRS
108, Accounting Policies, Changes in Accounting Estimates and Errors is not disclosed by virtue of the exemption given

in FRS 139.103AB.

The initial application of the other FRSs and Interpretations are not expected to have any material impact on the financial
statements of the Group and of the Company.

(b) Basis of measurement

The financial statements have been prepared on the historical cost basis except as disclosed in the notes to the financial
statements.

(c) Functional and presentation currency

These financial statements are presented in Ringgit Malaysia (RM), which is the Company’s functional currency. All
financial information presented in RM has been rounded to the nearest thousand, unless otherwise stated.
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Notes to the Financial Statements (contd)

1. Basis of preparation (cont’d)
(d) Use of estimates and judgements
The preparation of financial statements requires management to make judgements, estimates and assumptions that
affect the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual

results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised and in any future periods affected.

There are no significant areas of estimation uncertainty and critical judgements in applying accounting policies that
have significant effect on the amount recognised in the financial statements other than those disclosed in the following

note:
e Note 3 - Depreciation of plant and machinery
e Note 12.2 - Construction work-in-progress
e Note 17 - Rerecognition of unutilised tax losses and unabsorbed capital allowances
e Note 19 - Share base payment
e Note 34 - Acquisition of minority interest

2. Significant accounting policies

The accounting policies set out below have been applied consistently to the periods presented in these financial statements,
and have been applied consistently by Group entities, unless otherwise stated.

Certain comparatives amounts have been expanded to conform to the current years presentation.
(a) Basis of consolidation
(i) Subsidiaries
Subsidiaries are entities controlled by the Group. Control exists when the Group has the ability to exercise its power
to govern the financial and operating policies of an entity so as to obtain benefits from its activities. In assessing
control, potential voting rights that presently are exercisable are taken into account. Subsidiaries are consolidated

using the purchase method of accounting.

Under the purchase method of accounting, the financial statements of subsidiaries are included in the consolidated
financial statements from the date that control commences until the date that control ceases.

Investments in subsidiaries are stated in the Company’s balance sheet at cost less any impairment losses.
(ii) Associates

Associates are entities in which the Group has significant influence, but not control, over the financial and operating
policies.

Associates are accounted for in the consolidated financial statements using the equity method. The consolidated
financial statements include the Group’s share of the income and expenses of the equity accounted associates,
after adjustments to align the accounting policies with those of the Group, from the date that significant influence
commences until the date that significant influence ceases.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(a) Basis of consolidation (cont’d)
(ii) Associates (cont’d)

When the Group’s share of losses exceeds its interest in an equity accounted associate, the carrying amount of that
interest (including any long-term investments) is reduced to nil and the recognition of further losses is discontinued
except to the extent that the Group has an obligation or has made payments on behalf of the investee.

Investments in associates are stated in the Company’s balance sheet at cost less any impairment losses.
(iiij) Jointly-controlled entities

Jointly-controlled entities are those entities over whose activities the Group has joint control, established by
contractual agreement and requiring unanimous consent for strategic financial and operating decisions.

Jointly-controlled entities are accounted for in the consolidated financial statements using the equity method. The
consolidated financial statements include the Group’s share of the income and expenses of the equity accounted
joint ventures, after adjustments to align the accounting policies with those of the Group, from the date that joint
control commences until the date that joint control ceases.

When the Group’s share of losses exceeds its interest in an equity accounted jointly-controlled entity, the carrying
amount of that interest (including any long-term investments) is reduced to nil and the recognition of further losses
is discontinued except to the extent that the Group has an obligation or has made payments on behalf of the jointly-
controlled entity.

Investments in jointly-controlled entity are stated in the Company’s balance sheet at cost less any impairment
losses.

(iv) Changes in Group composition

When a group purchases a subsidiary’s equity shares from minority interests for cash consideration and the purchase
price has been established at fair value, the accretion of the Group’s interests in the subsidiary is accounted for as
a purchase of equity interest for which the acquisition method of accounting is applied.

The Group treats all other changes in group composition as equity transactions between the Group and its minority
shareholders. Any difference between the Group’s share of net assets before and after the change, and any
consideration received or paid, is adjusted to or against Group reserves.

(v) Minority interest

Minority interest at the balance sheet date, being the portion of the net identifiable assets (excluding goodwill)
of subsidiaries attributable to equity interests that are not owned by the Company, whether directly or indirectly
through subsidiaries, are presented in the consolidated balance sheet and statement of changes in equity within
equity, separately from equity attributable to the equity shareholders of the Company. Minority interests in the
results of the Group are presented on the face of the consolidated income statement as an allocation of the total
profit or loss for the year between minority interests and the equity shareholders of the Company.

KNM Group Berhad annual report 2007



Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(a) Basis of consolidation (cont’d)
(v) Minority interest (cont’d)

Where losses applicable to the minority exceed the minority’s interest in the equity of a subsidiary, the excess, and
any further losses applicable to the minority, are charged against the Group’s interest except to the extent that the
minority has a binding obligation to, and is able to, make additional investment to cover the losses. If the subsidiary
subsequently reports profits, the Group’s interest is allocated all such profits until the minority’s share of losses
previously absorbed by the Group has been recovered.

(vi) Transactions eliminated on consolidation

Intra-group balances, and any unrealised income and expenses arising from intra-group transactions, are eliminated
in preparing the consolidated financial statements.

(b) Foreign currency
(i) Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of Group entities at exchange
rates at the dates of the transaction.

Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are retranslated to the
functional currency at the exchange rate at that date. Non-monetary assets and liabilities denominated in foreign
currencies that are measured at fair value are retranslated to the functional currency at the exchange rate at the
date that the fair value was determined. Foreign currency differences arising on retranslation are recognised in the
income statements.

(i) Operations denominated in functional currencies other than Ringgit Malaysia (RM)

The assets and liabilities of operations in functional currencies other than RM, including goodwill and fair value
adjustments arising on acquisition, are translated to RM at exchange rates at the balance sheet date, except for
goodwill and fair value adjustments arising from business combinations before 1 January 2006 which are reported
using the exchange rates at the dates of the acquisitions. The income and expenses of foreign operations are
translated to RM at exchange rates at the dates of the transactions.

Foreign currency differences are recognised in translation reserve.

On disposal, accumulated translation differences are recognised in the consolidated income statements as part of
the gain or loss on sale.

(iij) Net investment in foreign operations
Exchange differences arising from monetary items that in substance form part of the Company’s net investment in
foreign operations, are recognised in the Company’s income statement. Such exchange differences are reclassified

to equity in the consolidated financial statements. Deferred exchange differences are recognised in the consolidated
income statements upon disposal of the investment.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(c) Derivative financial instruments
The Group holds derivative financial instruments to hedge its foreign currency and interest rate risk exposures.
Forward foreign exchange contracts and swaps used are accounted for on an equivalent basis as the underlying assets,
liabilities or net positions. Any profit or loss arising is recognised on the same basis as that arising from the related
assets, liabilities or net positions.
(d) Goodwill

Goodwill arises on business combinations and is measured at cost less any accumulated impairment losses.

For acquisitions prior to 1 January 2006, goodwill represents the excess of the cost of the business combination over
the acquirer’s interest in the net fair values of the identifiable assets, liabilities and contingent liabilities recognised.

With the adoption of FRS 3 beginning 1 January 2006, goodwill represents the excess of the cost of the acquisition over
the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of the acquiree.

Any excess of the Group’s interest in the net fair value of acquiree’s identifiable assets, liabilities and contingent liabilities
over the cost of acquisition (negative goodwill) is recognised immediately in income statements.

Goodwill is allocated to cash-generating units and is tested annually for impairment or more frequently if events or
changes in circumstances indicate that it might be impaired.

In respect of associates and jointly-controlled entity, the carrying amount of goodwill is included in the carrying amount of
the investment in associate or jointly-controlled entity. The entire carrying amount of investment is tested for impairment
when there is an objective evidence of impairment.

(e) Property, plant and equipment
(i) Recognition and measurement

Capital work-in-progress and freehold land are stated at cost less any accumulated impairment. All other items of
property, plant and equipment are stated at cost/valuation less accumulated depreciation and any accumulated
impairment losses.

The Group revalues its property comprising land and building every 5 years and at shorter intervals whenever the
fair value of the revalued assets is expected to differ materially from their carrying value. Additions subsequent to
their revaluation are stated in the financial statements at cost until the next revaluation exercise.

Land and buildings are stated at Directors’ valuation based on professional valuations made by W.M. Malik &
Kamaruzaman and Tian Yuan Fixed Assets Consultation and Valuation Ltd. Co., on the open market basis conducted
in December 2004. The next valuation is expected to be in 2009.

Surpluses arising from revaluation are dealt with in the revaluation reserve account. Any deficit arising is offset

against the revaluation reserve to the extent of a previous increase for the same property. In all other cases, a
decrease in carrying amount is charged to the income statement.

@ KNM Group Berhad annual report 2007



Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(e) Property, plant and equipment (cont’d)
(i) Recognition and measurement (cont’d)

Cost includes expenditures that are directly attributable to the acquisition of the asset, any other costs directly
attributable to bringing the asset to working condition for its intended use, and the costs of dismantling and removing
the items and restoring the site on which they are located. The cost of self-constructed assets includes the cost of
materials and direct labour and for qualifying assets, borrowing costs are capitalised in accordance with the Group’s
accounting policy. Purchased software that is integral to the functionality of the related equipment is capitalised as
part of that equipment.

The cost of property, plant and equipment recognised as a result of a business combination is based on fair value at
acquisition date. The fair value of property is the estimated amount for which a property could be exchanged on the
date of valuation between a willing buyer and a willing seller in an arm’s length transaction after proper marketing
wherein the parties had each acted knowledgeably, prudently and without compulsion. The fair value of other items
of plant and equipment is based on the quoted market prices for similar items.

When significant parts of an item of property, plant and equipment have different useful lives, they are accounted for
as separate items (major components) of property, plant and equipment.

Gain and losses on disposal of an item of property, plant and equipment are determined by comparing the proceeds
from disposal with the carrying amount of property, plant and equipment and are recognised net within “other
income” or “other operating expenses” respectively in the income statements. When revalued assets are sold, the
amounts included in the revaluation surplus reserve are transferred to retained earnings.

(i) Subsequent costs

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount of the
item if it is probable that the future economic benefits embodied within the part will flow to the Group and its cost
can be measured reliably. The carrying amount of these parts that are replaced is derecognised. The costs of the
day-to-day servicing of property, plant and equipment are recognised in the income statement as incurred.

(iii) Depreciation

Depreciation is recognised in the income statement on a straight-line basis over the estimated useful lives of each
part of an item of property, plant and equipment. Leased assets are depreciated over the shorter of the lease term
and their useful lives unless it is reasonably certain that the Group will obtain ownership by the end of the lease term.
Capital work-in-progress and freehold land are not depreciated. Property, plant and equipment under construction
are not depreciated until the assets are ready for their intended use.

The estimated useful lives for the current and comparative periods are as follows:

Buildings 25 - 60 years
Building improvements 14 years
Plant and machineries 4 -10 years
Motor vehicles 5 years
Furniture, fittings and equipment 10 years

Depreciation methods, useful lives and residual values are reassessed at the reporting date.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(f) Leased assets
(i) Finance lease

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are classified as
finance leases. Upon initial recognition the leased asset is measured at an amount equal to the lower of its fair value
and the present value of the minimum lease payments. Subsequent to initial recognition, the asset is accounted for
in accordance with the accounting policy applicable to that asset.

Minimum lease payments made under finance leases are apportioned between the finance expense and the
reduction of the outstanding liability. The finance expense is allocated to each period during the lease term so as
to produce a constant periodic rate of interest on the remaining balance of the liability. Contingent lease payments
are accounted for by revising the minimum lease payments over the remaining term of the lease when the lease
adjustment is confirmed.

(i) Operating lease
Other leases are operating leases and the leased assets are not recognised on the Group’s balance sheet.
Leasehold land that normally has an indefinite economic life and title is not expected to pass to the lessee by the
end of the lease term is treated as an operating lease. The payment made on entering into or acquiring a leasehold
land is accounted for as prepaid lease payments that are amortised over the lease term in accordance with the
pattern of benefits provided.
Certain leasehold land were revalued in December 2004 and the Group has retained the unamortised revalued
amount as the surrogate carrying amount of prepaid lease payments in accordance with the transitional provision in
FRS 117.67A when it first adopted FRS 117, Leases in 2006.
Payments made under operating leases are recognised in the income statements on a straight-line basis over the
term of the lease. Lease incentives received are recognised as an integral part of the total lease expense, over the
term of the lease.

(g) Investments in debt and equity securities
Investments in debt and equity securities are recognised initially at fair value plus attributable transaction costs.

Subsequent to initial recognition:

a) Investments in non-current equity securities other than investments in subsidiaries, associates and jointly-controlled
entities, are stated at cost less allowance for diminution in value,

b) Investments in non-current debt securities are stated at amortised cost using the effective interest method less
allowance for diminution in value,
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(g9) Investments in debt and equity securities (cont’d)

c) All current investments are carried at the lower of cost and market value, determined on an aggregate portfolio basis
by category of investments.

Where in the opinion of the Directors, there is a decline other than temporary in the value of non-current equity
securities and non-current debt securities other than investment in subsidiaries, associates and jointly-controlled
entities, the allowance for diminution in value is recognised as an expense in the financial year in which the decline

is identified.

On disposal of an investment, the difference between net disposal proceeds and its carrying amount is recognised
in the income statement.

All investments in debt and equity securities are accounted for using settlement date accounting. Settlement date
accounting refers to:

a) the recognition of an asset on the day it is received by the entity, and
b) the derecognition on an asset and recognition of any gain or loss on disposal on the date it is delivered.
(h) Inventories

Inventories comprise raw materials, tools and consumables which are stated at the lower of cost and net realisable value.
Cost is determined on a first-in-first-out basis and includes the cost of direct materials and incidental costs in bringing
these inventories to their present location and condition. Net realisable value is the estimated selling price in the ordinary
course of business, less the estimated costs to completion and the estimated costs necessary to make the sale.
The fair value of inventory acquired in a business combination is determined based on its estimated selling price in the
ordinary course of business less the estimated costs of completion and sale, and a reasonable profit margin based on
the effort required to complete and sell the inventory.

(i) Receivables

Receivables are initially recognised at their cost when the contractual right to receive cash or another financial asset
from another entity is established.

Subsequent to initial recognition, receivables are stated at cost less allowance for doubtful debts.
Receivables are not held for the purpose of trading.
(i) Constructions work-in-progress

Constructions work-in-progress represent the gross unbilled amount expected to be collected from customers
for contract work performed to date. It is measured at cost plus profit recognised to date less progress billing and
recognised losses. Cost includes all expenditure related directly to specific projects and an allocation of fixed and
variable overheads incurred in the Group’s contract activities based on normal operating capacity.

Constructions work-in-progress is presented as part of receivables, deposits and prepayments in the balance sheet. If

payments received from customers exceed the income recognised, then the difference is presented as deferred income
in the balance sheet.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(k) Cash and cash equivalents

Cash and cash equivalents consist of cash on hand, balances and deposits with banks and financial institutions. For
the purpose of the cash flow statement, cash and cash equivalents are presented net of bank overdrafts and pledged
deposits.

() Impairment of assets

The carrying amounts of assets except for inventories, assets arising from construction contracts, deferred tax assets
and financial assets (other than investments in subsidiaries and associates) are reviewed at each reporting date to
determine whether there is any indication of impairment. If any such indication exists, then the asset’s recoverable
amount is estimated. For goodwill and intangible assets that have indefinite useful lives or that are not yet available for
use, the recoverable amount is estimated at each reporting date.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less costs
to sell. In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the asset. For
the purpose of impairment testing, assets are grouped together into the smallest group of assets that generates cash
inflows from continuing use that are largely independent of the cash inflows of other assets or groups of assets (the
“cash-generating unit”).

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount unless the asset is carried at a revalued amount, in which case the impairment loss is recognised directly
against any revaluation surplus for the asset to the extent that the impairment loss does not exceed the amount in the
revaluation surplus for that same asset. Impairment losses are recognised in the income statements. Impairment losses
recognised in respect of cash-generating units are allocated first to reduce the carrying amount of any goodwill allocated
to the units and then to reduce the carrying amount of the other assets in the unit (groups of units) on a pro rata basis.

An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses recognised in
prior periods are assessed at each reporting date for any indications that the loss has decreased or no longer exists. An
impairment loss is reversed if there has been a change in the estimates used to determine the recoverable amount. An
impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount that
would have been determined, net of depreciation or amortisation, if no impairment loss had been recognised. Reversals
of impairment losses are credited to the income statements in the year in which the reversals are recognised, unless
it reverses an impairment loss on a revalued asset, in which case it is credited directly to revaluation surplus. Where
an impairment loss on the same revalued asset was previously recognised in the income statements, a reversal of that
impairment loss is also recognised in the income statements.

(m) Share capital
Shares issue expenses

Incremental costs directly attributable to issue of shares and share options classified as equity are recognised as a
deduction from equity.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(n) Employee benefits
(i) Short-term employee benefits

Short-term employee benefit obligations in respect of salaries, annual bonuses, paid annual leave and sick leave are
measured on an undiscounted basis and are expensed as the related service is provided.

A provision is recognised for the amount expected to be paid under short-term cash bonus or profit-sharing plans
if the Group has a present legal or constructive obligation to pay this amount as a result of past service provided by
the employee and the obligation can be estimated reliably.

The Group’s contribution to the statutory pension funds are charged to the income statements in the year to which
they relate. Once the contributions have been paid, the Group has no further payment obligations.

(i) Share-based payment transactions

The grant date fair value of share options granted to employees is recognised as an employee expense, with a
corresponding increase in equity, over the period in which the employees become unconditionally entitled to the
options. The amount recognised as an expense is adjusted to reflect the actual number of share options that has
been vested.

The fair value of employee share options is measured using a trinomial option pricing model. Measurement inputs
include share price on measurement date, exercise price of the instrument, expected volatility (based on weighted
average historic volatility adjusted for changes expected due to publicly available information), weighted average
expected life of the instruments (based on historical experience and general option holder behaviour) and expected
dividends. Service and non-market performance conditions attached to the transactions are not taken into account
in determining fair value.

(iii) Long service leave
The liability for long service leave is recognised in the provision for employee benefits and measured as the present
value of expected future payments to be made in respect of services provided by employees up to the reporting
date using the projected unit credit method. Consideration is given to expected future wage and salary levels,
experience of employee departures and periods of service. Expected future payments are discounted using market
yields at the reporting date on national government bonds with terms to maturity and currency that match, as
closely as possible, the estimated future cash outflows.

(o) Payables

Payables are measured initially and subsequently at cost. Payables are recognised when there is a contractual obligation
to deliver cash or another financial asset to another entity.

(p) Loans and borrowings

Loans and borrowings are stated at amortised cost with any difference between cost and redemption value being
recognised in the income statement over the period of the loans and borrowings using the effective interest method.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(q) Income tax

Tax expense comprises current and deferred tax. Tax expense is recognised in the income statements except to the
extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantively
enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax is recognised using the balance sheet method, providing for temporary differences between the carrying
amounts of assets and liabilities for reporting purposes and the amounts used for taxation purposes. Deferred tax is not
recognised for the following temporary differences: the initial recognition of goodwill, the initial recognition of assets or
liabilities in a transaction that is not a business combination and that affects neither accounting nor taxable profit (tax
loss). Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the balance sheet date.
Deferred tax liability is recognised for all taxable temporary differences.
A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available against
which temporary difference can be utilised. Deferred tax assets are reviewed at each reporting date and are reduced to
the extent that it is no longer probable that the related tax benefit will be realised.
(r) Revenue recognition
(i) Construction contracts
As soon as the outcome of a construction contract can be estimated reliably, contract revenue and expenses are
recognised in the income statement in proportion to the stage of completion of the contract. Contract revenue
includes the initial amount agreed in the contract plus any variations in contract work, claims and incentive payments
to the extent that it is probable that they will result in revenue and can be measured reliably.
The stage of completion is assessed by reference to surveys of work performed. When the outcome of a construction
contract cannot be estimated reliably, contract revenue is recognised only to the extent of contract costs incurred
that are likely to be recoverable.
An expected loss on a contract is recognised immediately in the income statement.
(ii) Dividend income
Dividend income is recognised when the right to receive payment is established.

(iiij Management fee

Management fee is recognised on an accrual basis.
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Notes to the Financial Statements (contd)

2. Significant accounting policies (cont’d)
(s) Interest income and borrowing costs
Interest income is recognised as it accrues, using the effective interest method.

All borrowing costs are recognised in the income statement using the effective interest method, in the period in which they
are incurred except to the extent that they are capitalised as being directly attributable to the acquisition, construction
or production of an asset which necessarily takes a substantial period of time to be prepared for its intended use.

The capitalisation of borrowing costs as part of the cost of a qualifying asset commences when expenditure for the
asset is being incurred, borrowing costs are being incurred and activities that are necessary to prepare the asset for its
intended use or sale are in progress. Capitalisation of borrowing costs is suspended or ceases when substantially all the
activities necessary to prepare the qualifying asset for its intended use or sale are interrupted or completed.

(t) Earnings per ordinary share

The Group presents basic and diluted earnings per ordinary share (“EPS”) data for its ordinary shares. Basic EPS is
calculated by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average
number of ordinary shares outstanding during the period. Diluted EPS is determined by adjusting the profit or loss
attributable to ordinary shareholders and the weighted average number of ordinary shares outstanding for the effects of
all dilutive potential ordinary shares, which comprise share options granted to employees.

(u) Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing products or services within
a particular economic environment (geographical segment), which is subject to risks and rewards that are different from
those of other segments.

(v) Contingent liabilities

Where it is not probable that an outflow of economic benefits will be required, or the amount cannot be estimated
reliably, the obligation is disclosed as a contingent liability, unless the probability of outflow of economic benefits is
remote. Possible obligations, whose existence will only be confirmed by the occurrence or non-occurrence of one or
more future events are also disclosed as contingent liabilities unless the probability of outflow of economic benefits is
remote.

Where the Company enters into financial guarantee contracts to guarantee the indebtedness of other companies within
its group, the Company considers these to be insurance arrangements, and accounts for them as such. In this respect,
the Company treats the guarantee contract as a contingent liability until such time as it becomes probable that the
Company will be required to make a payment under the guarantee.
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Notes to the Financial Statements (contd)

3. Property, plant and equipment

Furniture, Capital
Freehold Building  Plant and Motor fittings and work-in-
land Buildings improvements machineries vehicles equipment progress Total
Group RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Cost/Valuation

At 1 January 2006 4,317 75,566 - 77,313 2,800 10,520 4 170,520

Additions - 7,574 - 11,629 410 1,869 3,971 25,453

Disposals - - - (1,677) (274) - - (1,951)

Reclassification - - - (396) 308 88 - -

Acquisition through

business combination - 171,067 2,483 134,717 5,003 2,720 - 315,990

Effect of movements in

exchange rates - 2,238 (64) 69 (164) (71) - 2,008
At 31 December 2006/

1 January 2007 4,317 256,445 2,419 221,655 8,083 15,126 3,975 512,020
Additions 3,895 13,031 - 36,168 2,753 2,438 39,760 98,045
Disposals - - (60) (1,974) (1,092) (139) - (3,265)
Effect of movements in

exchange rates - 3,254 104 1,723 97 (614) 6 4,570
At 31 December 2007 8,212 272,730 2,463 257,572 9,841 16,811 43,741 611,370
Representing items at:

Cost 8,212 221,336 2,463 257,572 9,841 16,811 43,741 559,976
Directors’ valuation - 2004 - 51,394 - - - - - 51,394
8,212 272,730 2,463 257,572 9,841 16,811 43,741 611,370
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Notes to the Financial Statements (contd)

3. Property, plant and equipment (cont’d)

Furniture, Capital
Freehold Building  Plant and Motor fittings and work-in-
land Buildings improvements machineries vehicles equipment progress Total
Group RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Depreciation
At 1 January 2006 - 2,539 - 33,972 1,885 4,598 - 42,994
Depreciation for the year - 2,736 181 14,346 656 1,072 - 18,991
Disposals - - - (985) (248) - - (1,233)
Reclassification - - - (300) 138 162 - -
Acquisition through

business combination - 6,151 862 44,492 3,962 2,039 - 57,506
Effect of movements in

exchange rates - 5 (39) (133) 24 (50) - (193)
At 31 December 2006/

1 January 2007 - 11,431 1,004 91,392 6,417 7,821 - 118,065
Depreciation for the year - 4,467 212 18,859 911 1,472 - 25,921
Disposals - - (58) (898) (922) (116) - (1,994)
Effect of movements in

exchange rates - 63 44 139 99 60 - 405
At 31 December 2007 - 15,961 1,202 109,492 6,505 9,237 - 142,397
Carrying amounts

At 1 January 2006 4,317 73,027 - 43,341 915 5,922 4 127,526
At 31 December 2006/

1 January 2007 4,317 245,014 1,415 130,263 1,666 7,305 3,975 393,955
At 31 December 2007 8,212 256,769 1,261 148,080 3,336 7,574 43,741 468,973
3.1 Depreciation charge for the year is allocated as follows:

Group
2007 2006

RM’000 RM’000

Income statement (Note 20) 2,524 2,494
Construction work-in-progress (Note 12.2) 23,397 16,497
25,921 18,991

3.2 Revaluation
Buildings are stated at Directors’ valuation based on professional valuations on the open market basis conducted in

December 2004 by Kamaruzaman Jamil, a chartered surveyor in W.M. Malik & Kamaruzaman and Wong Fong and Xu
Xiao Fan, certified valuers in Tian Yuan Fixed Assets Consultation and Valuation Ltd. Co.
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Notes to the Financial Statements (contd)

3. Property, plant and equipment (cont’d)
3.2 Revaluation (cont’d)

Had the buildings been carried at historical cost less accumulated depreciation, the carrying amount of the buildings
that would have been included in the financial statements at the end of the year would be as follows:

Group
2007 2006
RM’000 RM’000

Buildings 41,414 42,438

3.3 Security
Certain leasehold land and buildings of the Group costing/valued at RM95,701,000 (2006 - RM127,632,000) and
machineries costing Nil (2006 - RM5,892,000) in a subsidiary are charged to certain licensed banks as security for credit
facilities granted to the subsidiaries (Note 15).
3.4 Assets acquired under hire purchase
The carrying amounts of property, plant and equipment acquired under hire purchase agreements are as follows:
Group

2007 2006
RM’000 RM’000

Plant and machineries - 3,343
Motor vehicles - 387
Building - 367

- 4,097

4. Intangible asset
Group
2007 2006
RM’000 RM’000

Goodwill

Cost

At 1 January 4,233 -
Acquisition through business combination (Note 34.1) - 4,233
Acquisition of minority interest (Note 34.2) 2,439 -
At 31 December 6,672 4,233

Carrying amount
At 31 December 6,672 4,233
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Notes to the Financial Statements (contd)

5. Prepaid lease payments

Leasehold land
Unexpired Unexpired

period period
less than more than

Group 50 years 50 years Total
Cost/Valuation RM’000 RM’000 RM’000
At 1 January 2006 3,117 8,850 11,967
Effect of movements in exchange rates 61) - 61)
At 31 December 2006/1 January 2007 3,056 8,850 11,906
Additions 4,585 40 4,625
Effect of movements in exchange rates 75 (257) (182)
At 31 December 2007 7,716 8,633 16,349
Amortisation

At 1 January 2006 21 127 148
Amortisation during the year 65 127 192
Effect of movements in exchange rates (3) - ()]
At 31 December 2006/1 January 2007 83 254 337
Amortisation during the year 35 127 162
Effect of movements in exchange rates 30 (6) 24
At 31 December 2007 148 375 523
Carrying amounts

At 1 January 2006 3,096 8,723 11,819
At 31 December 2006/1 January 2007 2,973 8,596 11,569
At 31 December 2007 7,568 8,258 15,826

Security

Certain leasehold land of the Group costing/valued at RM1,591,000 (2006 - RM10,435,000) in subsidiaries are charged to

certain licensed banks as security for credit facilities granted to the subsidiaries.

Title

The land title of a long term leasehold land valued at RM1,430,000 (2006 - RM1,450,000) is pending issuance by the

authorities.
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Notes to the Financial Statements (contd)

6. Investments in subsidiaries

Company
2007 2006
RM’000 RM’000

Unquoted shares - at cost 36,686 36,186

Details of the subsidiaries are shown in Note 33 to the financial statements.

7. Investments in associates

Group
2007 2006
RM’000 RM’000

Unquoted shares - at cost 138 138
Less: Impairment loss (138) (138)

The associates, all of which are incorporated in Malaysia, are as follows:

Effective
ownership
interest
Name of Company Principal Activities 2007 2006
KNM-DP Fabricators Sdn. Bhd. Fabrication and maintenance of 28% 28%
process equipment, storage tanks,
modular assemblies and steel
structural components for oil, gas
and petrochemical industries.
Subsidiary of KNM-DP Fabricators Sdn. Bhd.
KNM-DP Harta Bina Sdn. Bhd. Dormant 65% 65%

The Group’s share of the cumulative losses of KNM-DP Fabricators Sdn. Bhd. and its subsidiary, KNM-DP Harta Bina Sdn.
Bhd. amounting to RM734,095 (2006 - RM728,646) has not been recognised in the Group’s income statements using equity
accounting because the Group’s share of losses of these associates exceeded the carrying amount of its investments in the
associates.
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Notes to the Financial Statements (contd)

8. Investment in jointly-controlled entity

Group
2007 2006
RM’000 RM’000

Unquoted shares, at cost = -

The Group’s aggregate share of the revenue and expenses of jointly-controlled entity was as follows:

Group
2007 2006
RM’000 RM’000

Revenue - 4,932
Expenses - (3,899)
- 1,033

Details of the jointly-controlled entity are as follow:

Effective
Country of ownership
Name of company Principal activity incorporation interest
2007 2006
FBM-KNM FZCO Design, manufacture, United Arab 100% 100%
assembly and maintenance Emirates

In the year 2006, the Group acquired the remaining 50% control of the jointly-controlled entity through its acquisition of the

of process equipment, pressure
vessels, heat exchangers, skid
mounted assemblies, process
pipe systems, storage tanks
specialised structural assemblies
for oil, gas and petrochemical
industries within the Middle

East market.

FBM Hudson ltaliana BV group. Through this acquisition, FBM-KNM FZCO has become a subsidiary.
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Notes to the Financial Statements (contd)

9. Other investments

Group
2007 2006
RM’000 RM’000

Unquoted shares, at cost

At 1 January 2,304 -
Acquisition through business combinations (Note 34) - 2,262
Effect of movements in exchange rates 100 42
At 31 December 2,404 2,304
Club membership 70 70

2,474 2,374

10. Amount due from subsidiaries
The amount due from subsidiaries relates to advances, is unsecured, interest free and is not repayable within the next twelve
months except for RM148,317,000 in prior year which was subject to interest at 2.80% per annum.
11. Inventories
Group

2007 2006
RM’000 RM’000

At cost:
Raw materials 37,877 10,990
Tools and consumables 14,865 13,766
52,742 24,756
At net realisable value:
Raw materials 3,243 -
Tools and consumables 6,200 -
62,185 24,756

In 2007, the write-down of inventories to net realisable value amounted to RM8,931,000.
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Notes to the Financial Statements (contd)

12. Receivables, deposits and prepayments

Group Company
Note 2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Trade
Trade receivables 12.1 165,839 212,237 - -
Amount due from contract customers 12.2 335,955 211,029 - -
501,794 423,266 - -
Non-trade
Amount due from associates 12.3 16 5 - -
Other receivables 36,442 10,931 3 81
Deposits 12.4 2,597 1,382 - -
Prepayments 7,076 2,907 - -
46,131 15,225 8 81
547,925 438,491 8 81

12.1 Analysis of foreign currency exposure for significant receivables

Significant receivables outstanding at year end that are not in the functional currencies of the Group entities are as

follows:
Group

Functional Foreign 2007 2006
currency currency RM’000 RM’000
MYR AUD - 2,298
MYR EUR - 25,225
MYR UsbD - 86,249
uUSD AUD 2,822 -
uUSD EUR 9,253 -
RMB UsbD 1,211 490
RMB EUR 1,065 -
EUR AED 557 594
EUR uUsD 9,960 8,161
EUR CAD 55 301
AED UsbD 20,583 18,916
AED EUR 5,432 6,008
uUsD IDR 25 -
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Notes to the Financial Statements (contd)

12. Receivables, deposits and prepayments (cont’d)
12.2 Construction work-in-progress
Group

2007 2006
RM’000 RM’000

Aggregate costs incurred to date 1,762,700 1,368,269
Add: Attributable profits 449,974 305,659

2,212,674 1,673,928
Less: Progress billings (1,901,041) (1,463,276)

311,633 210,652
Amount due to contract customers (Note 18) 24,322 377

Amount due from contract customers 335,955 211,029

Additions to aggregate costs incurred during the year include:

Group
2007 2006
RM’000 RM’000

Depreciation of property, plant and equipment (Note 3.1) 23,397 16,497
Hire of plant and machineries 6,061 3,789
Interest expenses 9 34
Rental of premises 6,375 4,780
Rental of machineries 25 -
Staff costs 64,513 50,633

Interest in aggregate costs was capitalised at an average rate of 4.3% (2006 - 1.1%) per annum.
12.3 Amount due from associates

The amounts due from associates are unsecured, interest free with no fixed terms of repayment.
12.4 Deposits

Included in deposits of the Group is rental deposit for building of RM165,000 (2006 - RM165,000) paid to a company in
which certain directors have financial interest.
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Notes to the Financial Statements (contd)

13. Cash and cash equivalents

Group Company
2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Cash and bank balances 73,483 63,693 335 9,738
Deposits with licensed banks 28,067 20,792 - -
Deposits with financial institutions 3,780 6,740 - -

105,330 91,225 335 9,738

Included in the deposits with licensed banks in prior year was RM19,244,000 which were under lien as security for credit
facilities granted to a subsidiary. During the year, the lien was released.

14. Capital and reserves
14.1 Share capital

Group and Company

2007 2006
Number Number
of shares Amount of shares Amount
’000 RM’000 ’000 RM’000
Ordinary shares of RM0.25#
(2006 — RMO0.50) each
Authorised:
At 1 January/31 December 400,000 200,000 400,000 200,000
Increased during the year 200,000 100,000 - -
Share split 600,000 - - -

1,200,000 300,000 400,000 200,000

Issued and fully paid

At 1 January 257,782 128,891 149,612 74,806
Issued during the year pursuant to:
- Private placement - - 15,342 7,671
- Bonus issue 259,046 129,523 85,228 42,614
- Share split 518,091 - - -
- Employees’ share option scheme (“ESOS”) 11,663 3,232 7,600 3,800
At 31 December 1,046,582 261,646 257,782 128,891

# The ordinary shares of RM0.50 each were sub-divided in RM0.25 per ordinary share each during the current financial
year.

The Company had also issued share options (see Note 19).
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Notes to the Financial Statements (contd)

14. Capital and reserves (cont’d)
14.2 Revaluation reserve

The revaluation reserve relates to the revaluation of buildings and leasehold land prior to its reclassification as prepaid
lease payments.

14.3 Translation reserve
The translation reserve comprises all foreign currency differences arising from the translation of the financial statements
of foreign operations as well as from the translation of liabilities that hedge the Company’s net investment in a foreign
subsidiary.

14.4 Share option reserve
The share option reserve comprises the cumulative value of employee services received for the issue of share options.
When the option is exercised, the amount from the share option reserve is transferred to share premium. When the
share options expire, the amount from the share option reserve is transferred to retained earnings.

14.5 Retained earnings

Subject to agreement by the Inland Revenue Board, the Company has sufficient tax exempt income and Section 108
tax credit to frank all of its retained earnings at 31 December 2007 if paid out as dividends.

The Malaysian Budget 2008 introduced a single tier company income tax system with effect from year of assessment
2008. As such, the Section 108 tax credit as at 31 December 2007 will be available to the Company until such time the
credit is fully utilised or upon expiry of the six-year transitional period on 31 December 2013, whichever is earlier.

15. Loans and borrowings

Group
2007 2006
RM’000 RM’000

Current:

Bank overdrafts - secured 54 12,611

- unsecured 7,043 1,321
Bills payable - secured - 175
Floating rate term loans - secured 3,948 22,493
Fixed rate term loans - secured - 1,320

- unsecured 9,862 9,811
ICP/IMTN - unsecured 200,000 108,000
Hire purchase liabilities = 844

220,907 156,575
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Notes to the Financial Statements (contd)

15. Loans and borrowings (cont’d)

Group
2007 2006
RM’000 RM’000

Non-current:

Floating rate term loans - secured 35,744 23,354
Fixed rate term loans - secured - 17,735
- unsecured 9,263 -

Hire purchase liabilities - 1,859
45,007 42,948

265,914 199,523

15.1 Terms and debt repayment schedule

Carrying Under 1-2 2-5 Over 5
Group Year of amount 1 year years years years
2007 maturity RM’000 RM’000 RM’000 RM’000 RM’000
Bank overdrafts
- secured
- AUD 54 54 - - -
- unsecured
-RM 3,652 3,652 - - -
- AED 3,345 3,345 - - -
- Euro 46 46 - - -
ICP/IMTN 2008 200,000 200,000 - - -
Floating rate term loans
- secured
- RMB 2010 6,704 2,045 2,045 2,614 -
- Euro 2016 32,988 1,903 2,538 7,612 20,935
Fixed rate term loans
- unsecured
- Euro 2008 -2016 19,125 9,862 6,241 1,217 1,805
265,914 220,907 10,824 11,443 22,740
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Notes to the Financial Statements (contd)

15. Loans and borrowings (cont’d)

15.1 Terms and debt repayment schedule (cont’d)

Carrying Under 1-2 2-5 Over 5
Group Year of amount 1 year years years years
2006 maturity RM’000 RM’000 RM’000 RM’000 RM’000
Bank overdrafts
- secured
-RM 87 87 - - -
- AUD 1,475 1,475 - - -
- AED 11,049 11,049 - - -
- unsecured
- Euro 1,321 1,321 - - -
Bills payable - secured
- AUD 2007 175 175 - - -
Hire purchase liabilities 2007 - 2008 2,703 844 1,859 - -
ICP/IMTN 2007 108,000 108,000 - - -
Floating rate term loans
- secured
- RMB 2010 11,342 4,664 2,038 4,640 -
- Euro 2016 34,505 17,829 3,706 11,117 1,853
Fixed rate term loans
- secured
- Euro 2009 - 2016 27,546 9,811 8,896 6,716 2,123
- unsecured
- Euro 2007 1,320 1,320 - - -
199,523 156,575 16,499 22,473 3,976

15.2 Certain bank overdrafts facilities of the Group are secured by way of legal charges over certain long term leasehold
land and buildings of the Group, assets of certain subsidiaries and the deposits with a licensed bank of a subsidiary.

The bank overdrafts for the Malaysian’s subsidiaries are subject to interest ranging from 0.25% to 1.25% (2006 - 0.5%
to 1.25%) per annum above the lenders’ base lending rate or discount rate.

The bank overdrafts and bills payable for the overseas subsidiaries are subject to interest ranging from 6.18% to
10.50% (2006 - 5.75% to 13.85%) per annum.

In connection with the bank overdrafts and bills payable facilities granted by licensed banks, the subsidiaries has
agreed on the following significant covenants, among others:

() The Group debt to equity ratio shall not be more than 1.75 times at all times.
(i) The ratio of profit before interest and tax to interest expense of a subsidiary shall not be less than 2 times at all times.

(i) Not to dispose or divest any of its tangible assets which will materially and adversely affect its existing business
operation (other than in the ordinary course of business).

(iv) Not to dispose or divest any of its material subsidiaries.
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Notes to the Financial Statements (contd)

15. Loans and borrowings (cont’d)
15.3 Certain term loans of the Group are secured by way of:
() Fixed charges over certain land use rights and building of a subsidiary located in the People’s Republic of China.
(i) Legal charge over the industrial land and buildings of a subsidiary located in the ltalian Repubilic.

In connection with the term loans granted by licensed banks, the subsidiary has agreed on the following significant
covenants, among others:

() The tangible net worth to remain positive at all times.
The secured term loans are repayable on agreed quarterly and / or yearly installment commencing from 2008 to 2016.
The secured term loans are subject to interest ranging from 1.0% to 6.8% (2006 - 1.0% to 9.0%) per annum.
15.4 The unsecured term loans of the Group were supported by way of corporate guarantee by the Company.
The term loans were subject to interest ranging from 1.0% to 3.99% (2006 - 5.18%) per annum.
15.5 Hire purchase liabilities

Hire purchase liabilities are payable as follows:

<+ 2007 > < 2006 —MM>

Minimum Minimum

lease lease
payments Interest Principal payments Interest Principal
Group RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Less than one year - - - 1,029 185 844
Between one and five years - - - 2,235 376 1,859
- - - 3,264 561 2,703

15.6 ICP/IMTN granted by licensed banks has the following significant covenant:
() The Group debt to equity ratio shall not be more than 1.75 times at all times.

(i) The ratio of profit before interest and tax to interest expense of the Group shall not be less than 1.75 times (pre-
dividend) and 1.5 times (post dividend) at all times.

(i) Not to declare or pay any dividend or make any distributions whether income or capital in nature to its shareholders
in the event that:-

(@) a breach of financial covenant would occur if such payment is made; or

(b) an event of default has occurred and is continuing or following such payment, an event of default would
occur.
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Notes to the Financial Statements (contd)

15. Loans and borrowings (cont’d)
15.6 ICP/IMTN granted by licensed banks has the following significant covenant: (cont’d)
(iv) First legal charge over the Syariah compliant Designated Accounts and monies standing therein.

The ICP/IMTN are subject to interest ranging from 3.51% to 3.99% (2006 — 3.6% to 3.9%) per annum.

16. Long term payable

Long term payable relates to amounts payable to social security institutions of a foreign subsidiary. The amounts are
unsecured, subject to interest ranging from 2.5% to 8.0% (2006 — 2.5% to 8.0%) with no fixed terms of repayment.

17. Deferred tax assets and liabilities
Recognised deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following:

Assets Liabilities Net

2007 2006 2007 2006 2007 2006
Group RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Property, plant and equipment 37 138 (8,965) (7,796) (8,928) (7,658)
Revaluation - - (46,070) (48,569) (46,070) (48,569)
Provisions 2,311 3,778 - - 2,311 3,778
Other items - 1,172 (1,329) - (1,329) 1,172
Tax loss carry-forwards 37,825 43,999 - - 37,825 43,999
Tax assets/(liabilities) 40,173 49,087 (56,364) (56,365) (16,191) (7,278)
Set off of tax (2,509) - 2,509 - - -
Net tax assets/(liabilities) 37,664 49,087 (58,855) (56,365) (16,191) (7,278)

The unutilised tax losses do not expire under current tax legislation except for unutilised tax losses of RM36,502,000 (2006
- RM43,105,000) relating to an overseas subsidiary which will expire after 5 years under the legislation of that country.

No deferred tax has been recognised for the following item:

Group
2007 2006
RM’000 RM’000

Unutilised tax losses 36,497 46,366

Deferred tax assets have not been recognised in respect of unutilised tax losses because it is not probable that future
taxable profit will be available against which the Group can utilise the benefits there from. Unutilised tax loss carry-forwards
amounting to RM233,000 will not be available to the Group if there is substantial change in shareholders (more than 50%).
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18.

Notes to the Financial Statements (contd)

Deferred tax assets and liabilities (cont’d)

The unutilised tax losses do not expire under current tax legislation except for unutilised tax losses of RM639,000 (2006 -
RM166,000), relating to an overseas subsidiary which will expire after 5 years under the legislation of that country. Deferred
tax assets have not been recognised in respect of the above because it is not probable that future taxable profit will be
available against which the Group can utilise the benefits.

Movement in temporary differences during the year

Recognised Acquired Recognised
in income in business inincome Transfer to
At statement combinations At statement revaluation At
1.1.2006 (Note 22) (Note 34) 31.12.2006 (Note 22) reserve 31.12.2007
Group RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Property, plant and
equipment (6,905) (753) - (7,658) (1,270) - (8,928)
Revaluation (5,534) 70 (43,105) (48,569) 2,441 58 (46,070)
Provisions 996 2,782 - 3,778 (1,467) - 2,311
Other items (101) 1,273 - 1,172 (2,501) - (1,329)
Tax loss carry-forwards 1,414 (520) 43,105 43,999 (6,174) - 37,825
(10,130) 2,852 - (7,278) (8,971) 58 (16,191)
Payables and accruals
Group Company
Note 2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000
Trade
Trade payables 18.1 199,053 105,105 - -
Amount due to contract customers (Note 12.2) 24,322 377 - -
223,375 105,482 - -
Non-trade
Related parties 18.2 13,792 7,414 - -
Other payables 36,984 97,320 46 133
Accrued expenses 35,956 84,777 744 451
Share application monies 272 641 272 641
Amount due to a subsidiary 18.3 - - - 68,406
87,004 190,152 1,062 69,631
310,379 295,634 1,062 69,631
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18. Payables and accruals (cont’d)
18.1 Analysis of foreign currency exposure for significant payables

Significant payables outstanding at year end that are not in the functional currencies of the Group entities are as

follows:
Group
Functional Foreign 2007 2006
currency currency RM’000 RM’000
RM SGD - 1,674
RM EUR - 227
RM GBP - 265
RM USD - 974
RMB USD - 20
UsbD RM 17,573 -
UsbD AUD 1,356 -
UsbD EUR 213 -
Usb GBP 65 -
UsbD IDR 71 -
uUsD SGD 3,944 -
EUR NOK 199 184
EUR AED 353 2,619
EUR uUsD 14,155 8,642
EUR CAD 56 337
EUR GBP 604 115
EUR INR - 5
EUR CHF 46 46
EUR SGD 22 22
EUR MYR 12,428 37
EUR JPY 858 679
EUR THB 3 2
AED USD 162 (53)
AED EUR 885 255
AED GBP 38 -

18.2 Related parties
The amounts due to related parties are unsecured, interest free and with no fixed term of repayment.
18.3 Amount due to a subsidiary

The amount due to a subsidiary of RM67,000,000 in 2006 was unsecured, bears interest ranging from 1.6% to 4.3%
with no fixed terms of repayment. The amount was repaid during the financial year.
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19. Employee benefits
Equity compensation benefits
Employees’ Share Option Scheme

On 22 July 2004, the shareholders of the Company approved a share option programme that entitles employees to purchase
shares in the Company. On 7 December 2006, a further grant on similar terms was offered to employees. In accordance with
these programmes, the options are exercisable based on the weighted average market price of the Shares as shown in the
daily official list issued by Bursa Malaysia Securities Berhad for the five (5) Market Days immediately preceding the date of
offer subject to a discount of not more than ten percent (10%) at the date of grant.

Additionally, 15,127,000 share option arrangements granted and vested before 1 January 2005 exist. As allowed by the
transitional provisions in FRS 2, the recognition and measurement principles in FRS 2 have not been applied to these options

granted since it was granted and vested before 1 January 2005.

The terms and conditions of the grants are as follows; all options are to be settled by physical delivery of shares:

Number of Contractual
instruments life of
Grant date ’000 Vesting conditions options
Option granted on 25.08.2004* 15,127 Employees in service on 5 years
grant date
Option granted on 7.12.2005 5,034 Employees in service 4 years

throughout the option period

Total share options 20,161

*

The recognition and measurement principles in FRS 2 have not been applied to these grants as they were granted and
vested prior to the effective date of FRS 2.

The number and weighted average exercise prices of share options are as follows:

Weighted Weighted
average Number average Number
exercise of options exercise of options
price (’000) price (’°000)
2007 2007 2006 2006
Qutstanding at 1 January 1.18 9,631 2.06 14,414
Lapsed during the year 0.88 (145) 1.85 (1,084)
Exercised during the year 0.36 (12,143)# 1.96 (7,784)#
Bonus issue during the year 0.29 8,765 1.24 4,085
Share split during the year 0.29 17,530 - -
Outstanding at 31 December 0.29 23,638 1.18 9,631

# Certain options exercised are pending allotment of shares at year end.
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19. Employee benefits (cont’d)
Employees’ Share Option Scheme (cont’d)

The options outstanding at 31 December 2007 have an exercise price in the range of 0.27 to 0.48 and a weighted average
contractual life of 2 years.

During the year, 12,143,000 share options were exercised (2006 - 7,784,000). The weighted average share price for the year
was RM9.02 (2006 - RM6.25).

The fair value of services received in return for share options granted is based on the fair value of share options granted,

measured using a trinomial lattice model, with the following inputs:

Group and Company
2007 and 2006

Fair value of share options and assumptions

Fair value at grant date RMO0.74
Weighted average share price RM2.21
Exercise price RM1.92
Expected volatility (weighted average volatility) 28.5%
Option life (expected weighted average life) 3 years
Expected dividend yield 1.5%

Value of employee services received for issue of share options

Group and Company
2007 2006
RM’000 RM’000

Share options vested - 2006 541 541
Share options vested - 2007 125 -
Total expense recognised as share-based payments 666 541
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20. Operating profit

Group Company
2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Operating profit is arrived at after charging:

Auditors’ remuneration
Audit services
Holding company auditors

- current year 325 245 70 53
- prior year 88 100 17 33
Affiliates of holding company auditors
- current year 1,496 957 - -
- prior year 507 - = -
Other auditors 6 519 - -
Other services
- holding company auditors 151 870 151 683
Allowance for doubtful debts 17,103 10,594 - -
Amortisation of prepaid lease rights (Note 5) 162 192 - -
Depreciation of property, plant and equipment (Note 3.1) 2,524 2,494 - -
Directors’ emoluments:
- Remuneration 1,946 1,623 1,946 1,623
- Fees 378 259 378 259
Goodwill written off 1,050 - - -
Incorporation fee written off - 111 - -
Inventories written down 8,931 - - -
Loss on foreign exchange — unrealised 1,761 5,177 - -
- realised 6,004 7,608 - -
Rental of premises 4,175 4,383 - -
Rental of equipment 1,069 1,541 - -
Personnel expenses
- Contribution to Employees’ Provident Fund 6,576 6,950 - -
- Share-based payments 125 541 - -
- Wages, salaries and others 59,547 51,930 = -

and after crediting:

Gain on disposal of property, plant and equipment 280 1,479 - -
Negative goodwill on acquisition (Note 34) - 26,440 - -
Gain on foreign exchange — unrealised 8,000 1,075 - -

- realised 1,791 8,081 - -
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21. Financing costs

Group
2007 2006
RM’000 RM’000

Company
2007 2006
RM’000 RM’000

Interest payable on:

Revolving credit interest - 499 - -
Bank overdrafts 1,097 1,115 - -
Term loans 2,238 3,687 - -
Hire purchase 1 1,351 - -
MUNIF - 2,727 - 3,352
ICP/IMTN 4,958 - 539 -
8,294 9,379 539 3,352

Bank and other charges 1,581 681 3 124
9,875 10,060 542 3,476

22. Tax expense
Group Company
2007 2006 2007 2006

RM’000 RM’000

RM’000 RM’000

Current tax expenses
Malaysian

- current year 19,451 10,237 18,505 2,404

- (over)/under provision in prior year (1,842) (2,997) 134 81
Overseas

- current year 2,302 4,968 - -

Deferred tax expense
- origination / (reversal) of temporary differences 8,971 (2,852) - -
28,882 9,356 18,639 2,485
Group Company
2007 2006 2007 2006

RM’000 RM’000

RM’000 RM’000

Profit for the year 186,476 138,189 82,523 23,893
Total tax expense 28,882 9,356 18,639 2,485
Profit excluding tax 215,358 147,545 101,162 26,378
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22. Tax expense (cont’d)

23.

Group Company

2007 2006 2007 2006

RM’000 RM’000 RM’000 RM’000

Income tax using Malaysian tax rate of 27% (2006 - 28%) 58,147 41,313 27,314 7,386
Effect of tax rates in foreign jurisdictions*® (3,962) 247 - -
Effect of change in tax rate ** (437) (256) - -
Non-deductible expenses 2,465 4,109 15 618
Tax exempt income (12,475) (9,064) (8,824) (5,600)
Tax incentive (18,252) (16,093) - -
Effect of tax losses not recognised 2,444 217 - -
Utilisation of previously unrecognised tax losses (2,489) (649) - -
Reversal of temporary differences no longer required - (68) - -
Goodwill written off / (Negative goodwill) 283 (7,403) - -
30,724 12,353 18,505 2,404

(Over)/Under provision in prior year (1,842) (2,997) 134 81
Total tax expense 28,882 9,356 18,639 2,485

*

*%

Tax rates in several foreign jurisdictions are different from the tax rates in Malaysia.

The corporate tax rates are 27% for year of assessment 2007, 26% for year of assessment 2008 and 25% for the

subsequent years of assessment. Consequently, deferred tax assets and liabilities are measured using these tax rates.

Earnings per ordinary share - Group

23.1 Basic earnings per ordinary share

The calculation of basic earnings per ordinary share at 31 December 2007 was based on the profit attributable to
ordinary shareholders of RM188,133,000 (2006 - RM132,506,000) and the weighted average number of ordinary shares
outstanding during the year of 1,038,257,000 (2006 - 1,021,953,000).

Group
2007 2006
’000 ’000
(Restated)

Issued ordinary shares at beginning of the year
Effect of Private Placement

Effect of Bonus Issue

Effect of exercise of ESOS

Effect of share split

257,782 149,612

= 6,851
259,046 344,274
3,338 3,125
518,091 518,091

Weighted average number of ordinary shares

1,038,257 1,021,953
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23. Earnings per ordinary share - Group (cont’d)

23.1 Basic earnings per ordinary share (cont’d)

Group
2007 2006
sen sen
Basic earnings per ordinary share 18.12 12.97

The previous year’s earnings per ordinary share has been restated based on the profit attributable to ordinary
shareholders of RM132,506,000 and the weighted average number of ordinary shares outstanding during the year
of 1,021,953,000 ordinary shares after taking into consideration the bonus issue of 259,046,000 ordinary shares of
RMO0.50 each and share split of 518,091,000 ordinary shares of RM0.25 each.

23.2 Diluted earnings per ordinary share
The calculation of diluted earnings per ordinary share is based on the profit attributable to ordinary shareholders of

RM188,133,000 (2006 - RM132,506,000) and weighted average number of ordinary shares outstanding during the year
of 1,061,163,000 (2006 - 1,051,890,000).

2007 2006

’000 ’000

(Restated)

Weighted average number of ordinary shares as above 1,038,257 1,021,953

Effect of share options 22,905 29,936

Weighted average number of ordinary shares (diluted) 1,061,162 1,051,889
Group

2007 2006

sen sen

Diluted earnings per ordinary share 17.73 12.60

The previous year’s earnings per ordinary share has been restated based on the profit attributable to ordinary
shareholders of RM132,506,000 and the weighted average number of ordinary shares outstanding during the year
of 1,051,889,000 ordinary shares after taking into consideration the bonus issue of 259,046,000 ordinary shares of
RMO0.50 each and share split of 518,091,000 ordinary shares of RM0.25 each.
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24. Dividend

Dividend recognised in the current year by the Company are:

Sen per Total
share amount Date of
(net) RM’000 payment
2007
Final 2006 ordinary (tax exempt) 5.00 12,952 1 August 2007
2006
Final 2005 ordinary (net of tax) 5.12 5,523 8 August 2006

On 26 February 2008, the Directors declared an interim dividend of 4 sen per ordinary share less tax totaling RM31,065,463
in respect of the year ended 31 December 2007. The dividend was paid on 18 April 2008.

25. Contingent liabilities - unsecured
Group Company

2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Guarantees and contingencies relating

to borrowings of subsidiaries - - 1,429,981 897,911
Letter of credits - 1,525 - -
Letter of guarantee - 2,032 - -
Performance bond - 4,708 - -

26. Commitments

Group
2007 2006
RM’000 RM’000

Capital commitments:

Property, plant and equipment
Contracted but not provided for in the financial statements 120,415 19,597
Authorised but not contracted for 141,749 167,189

262,164 186,786

Investment
Contracted but not provided for in the financial statements 2,043 -
Authorised but not contracted for 81,882 92,955

83,925 92,955
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27. Key management personnel compensation
The key management personnel compensation are as follows:
Group Company

2007 2006 2007 2006
RM’000 RM’000 RM’000 RM’000

Directors
- Fees 378 259 378 259
- Remuneration 1,946 1,623 1,946 1,623
- Employee benefits
(including estimated monetary value of benefit-in-kind) 86 56 86 56
- Share based payment 70 223 70 223
2,480 2,161 2,480 2,161
Subsidiaries directors
- Short term employee benefits 911 586 - -
- Share-based payment - 67 - -
911 653 - -
Other key management personnel
- Short term employee benefits 4,780 3,481 - -
- Share-based payment - 34 - -
4,780 3,515 -
8,171 6,329 2,480 2,161

Other key management personnel comprises persons other than the Directors of Group entities, having authority and
responsibility for planning, directing and controlling the activities of the entity either direct or indirectly.

28. Related parties
For the purposes of these financial statements, parties are considered to be related to the Group or the Company if the
Group or the Company has the ability, directly or indirectly, to control the party or exercise significant influence over the party
in making financial and operating decisions, or vice versa, or where the Group or the Company and the party are subject to
common control or common significant influence. Related parties may be individuals or other entities.
Controlling related party relationships are as follows:
(i) Its’ subsidiaries companies as disclosed in Note 33.

(i) The substantial shareholders of the Company, Inter Merger Sdn. Bhd.

(i) Inter Merger Sdn. Bhd., Inter Merger Trading Sdn. Bhd. and IM Bina Sdn. Bhd., companies in which Lee Swee Eng and
Gan Siew Liat have substantial financial interest.
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28. Related parties (cont’d)
The significant related party transactions of the Group, other than key management personnel compensation are as follow:

Allowance Bad or doubtful

Transactions Gross balance Net balance for doubtful receivables
amount for outstanding outstanding receivables recognised for
the year ended at at at the year end
Group 31 December 31 December 31 December 31 December 31 December
2007 RM’000 RM’000 RM’000 RM’000 RM’000
Related parties
Inter Merger Sdn. Bhd. 1,832 1,832 - -
Rental of premises 1,230
Administrative charges 615
IM Bina Sdn. Bhd. 11,742 11,742 - -
Contract billing payable 18,638
Inter Merger Trading Sdn. Bhd. - - - -
Purchase of materials 149

Allowance Bad or doubtful

Transactions Gross balance Net balance for doubtful receivables
amount for outstanding outstanding receivables recognised for
the year ended at at at the year end
Group 31 December 31 December 31 December 31 December 31 December
2006 RM’000 RM’000 RM’000 RM’000 RM’000
Related parties
Inter Merger Sdn. Bhd. 959 959 - -
Rental of premises 1,230
Administrative charges 554
IM Bina Sdn. Bhd. 6,199 6,199 - -
Contract billing payable 7,673
Inter Merger Trading Sdn. Bhd. 38 38 - -
Purchase of materials 237

The terms and conditions for the above transactions are based on normal trade terms. All the amounts outstanding are
unsecured, interest free with no fixed term of repayment and expected to be settled with cash.
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29. Financial instruments
Financial risk management objectives and policies

Exposure to credit, interest rate, liquidity and foreign currency risks arises in the normal course of Group’s business. The
Group monitors the interest rate trend and currency exchange rate on an ongoing basis.

Credit risk

The Group’s primary exposure to credit risk arises through its receivables. The management has credit policy in place and
the exposure to credit risk is monitored on an ongoing basis.

The Group also places excess funds with reputable licensed financial institutions. The management is of the view that credit
risk exposure to licensed financial institutions is minimal.

At balance sheet date, the three (3) largest debtors account for 22% (2006 - 19%) of total trade receivables. Except for
the above, there were no significant concentrations of credit risk. The maximum exposure to credit risk for the Group is
represented by the carrying amount of the receivables presented in the balance sheet.

Interest rate risk

The Group’s exposure to interest rate risk mainly arises through its fixed deposits and borrowings.

Effective interest rates and repricing analysis

In respect of interest-earning financial assets and interest-bearing financial liabilities, the following table indicates their
effective interest rates at the balance sheet date and the periods in which they reprice or mature, whichever is earlier.

Average
effective
interest More
rates per Less than 1-2 2-3 3-4 4-5 than 5
Group per annum Total 1 year years years years years years
2007 %  RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Floating rate instruments
Bank overdrafts - secured
- AUD 10.00 - 10.50 (54) (54) - - - - -
Bank overdrafts - unsecured
-RM 7.25-8.25 (3,652) (3,652) - - - - -
- Euro 8.00 (46) (46) - - - - -
- AED 6.18 (3,345) (3,345) - - - - -
ICP/IMTN 3.51-3.99 (200,000) (200,000) - - - - -
Floating rate term loans — secured
- RMB 6.16 — 6.80 (6,704) (6,704) - - - - -
- Euro 5.63 (32,988) (82,988) - - - - -

(246,789)  (246,789) - - - - R
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Notes to the Financial Statements (contd)

29. Financial instruments (cont’d)

Effective interest rates and repricing analysis (cont’d)

Average
effective
interest More
rates per Less than 1-2 2-3 3-4 4-5 than 5
Group per annum Total 1 year years years years years years
2007 % RM’000 RM’000  RM’°000 RM’000 RM’000 RM’000 RM’000
Fixed rate instruments
Fixed rate term loans - unsecured
- Euro 1.00-4.083 (19,125) (9,862) (6,241) (893) (405) (419) (1,805)
Deposits with licensed banks 3.45-550 28,067 28,067 - - - - -
Deposits with financial institutions 3.35 3,780 3,780 - - - - -
12,722 21,985 (6,241) (893) (405) (419) (1,805)
2006
Floating rate instruments
Bank overdrafts - secured
-RM 7.5-8.0 (87) (87) - - - - -
- AUD 13.4-13.9 (1,475) (1,475) - - - - -
- AED 6.2 (11,049) (11,049 - - - - -
Bank overdrafts - unsecured
- Euro 8.0-10.0 (1,321) (1,321) - - - - -
Bills payable - secured (AUD) 0.9 (175) (175) - - - - -
ICP/IMTN 3.6-3.9 (108,000) (108,000) - - - - -
Floating rate term loans - secured
- RMB 5.2-6.2 (11,342) (11,342) - - - - -
- Euro 5.2 (34,505) (34,505) - - - - -
(167,954) (167,954) - - - - -
Fixed rate instruments
Fixed rate term loans - secured
- Euro 1.0 (1,320) (1,320) - - - - -
Fixed rate term loans - unsecured
- Euro 3.1-4.0 (27,546) (9,811) (8,896) (5,954) (375) (887) (2,123)
Deposits with financial
licensed banks 3.0-5.05 20,792 20,792 - - - - -
Deposits with financial institutions 3.3 6,740 6,740 - - - - -
(1,334) 16,401  (8,896) (5,954) (375) (887) (2,123)
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29. Financial instruments (cont’d)

Effective interest rates and repricing analysis (cont’d)

Average
effective
interest More
rates per Less than 1-2 2-3 3-4 4-5 than 5
Company per annum Total 1 year years years years years years
2006 %  RM’000 RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Floating rate instruments
Amount due from subsidiaries 2.80 148,317 148,317 - - - - -

Foreign currency risk

The Group’s exposure to foreign currency risk is mainly from contract revenue, purchases and borrowings denominated in
US Dollars, Australian Dollars, United Arabs Emirates Dirham, Chinese Renminbi and Euro. The Group does not view the
exposure to these currencies to be significant.

Certain subsidiaries’ financial statements are denominated exclusively in Euro, Indian Rupees, US Dollars, Brazilian Real,
Australian Dollars, Chinese Renminbi, United Arab Emirates Dirhams and Brunei Dollar. The Group does not view the
exposure to Euro, Indian Rupees, US Dollars, Brazilian Real, Australian Dollars, Chinese Renminbi, United Arab Emirates
Dirhams and Brunei Dollar to be significant.

Exposure to foreign currency risk is monitored on an ongoing basis. The Group hedges its foreign currency risk of its trade
balances denominated in foreign currency.

Liquidity risk

Prudent liquid risk management implies maintaining sufficient cash and the availability of funding through an adequate
amount of committed credit facilities.

Fair values

Recognised financial instruments

At balance sheet date, the carrying amounts of cash and cash equivalents, receivables, deposits and prepayments, payables
and accrued expenses, short term borrowings, and floating rate term loan - secured approximate fair value due to the
relatively short term nature of these financial instruments. In respect of amount due from subsidiary companies, a reasonable
estimate of fair value could not be made as the financial instrument has an unspecified period of repayment. The carrying
amounts of the long term loans approximate fair values as they are subject to variable interest rates which in turn approximate
the current market interest rates for similar loans at balance sheet date.

The Company provides financial guarantees to banks for credit facilities extended to certain subsidiaries. The fair value of

such financial guarantees is not expected to be material as the probability of the subsidiaries defaulting on the credit lines is
remote.
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29. Financial instruments (cont’d)
Financial risk management objectives and policies (cont’d)
Fair values (cont’d)

It was not practicable to estimate the fair value of the Group’s investment in unquoted shares due to the lack of comparable
quoted market prices and the inability to estimate fair value without incurring excessive costs.

The fair value of fixed rate term loan - secured, together with the carrying amounts shown in the balance sheets, is as

follows:
2007 2006
Carrying Fair Carrying Fair
amount value amount value
RM’000 RM’000 RM’000 RM’000
Fixed rate term loan - secured 19,125 17,849 28,866 26,696

Unrecognised financial instruments
The fair value of the unrecognised financial instruments, together with the carrying amounts is as follows:

2007 2006
Carrying Fair Carrying Fair
amount value amount value
RM’000 RM’000 RM’000 RM’000

Forward foreign exchange contracts - 10,143 - (8,198)
Interest rate swaps - = - (79)

The nominal value of the derivatives is as follows:

2007 2006
RM’000 RM’000

Forward foreign exchange contracts 632,033 422,841
Interest rate swaps - 18,528

Estimation of fair values
The following summarises the methods used in determining the fair values of financial instruments reflected in the table.

Forward foreign exchange contracts and interest rate swaps are marked to market using listed market prices.
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Notes to the Financial Statements (contd)

30. Segment information

Segment information is presented by geographical locations that the Group operates in. The format of the geographical
segments is based on the Group’s operation management and internal reporting structure. Inter-segment pricing is
determined based on arms length transactions.

The Group is involved mainly in the business of designing and manufacturing process equipment for oil, gas, petrochemicals,
minerals processing, desalination and renewable energy industries. Accordingly, segmental reporting by business is not
applicable.

Reporting on segmental results, assets and liabilities include items directly attributable to geographical segments as well
as those that can be allocated on a reasonable basis. Unallocated items mainly comprise of interest earning assets and

revenue, interest bearing loans, borrowings and expenses and tax assets and liabilities.

Segment capital expenditure is the total cost incurred during the period to acquire segment assets that are expected to be
used for more than one period.

The segments are classified into geographical presence as follows:

Geographical segment Countries

Asia & Oceania Malaysia, the People’s Republic of China, India, Brunei Darussalam,
Indonesia and Australia

Europe British Virgin Islands, United Arab Emirates, Canada, Brazil and ltaly

Asia and Oceania Europe Consolidated

2007 2006 2007 2006 2007 2006
Geographical segments RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Revenue 918,009 777,877 312,107 131,110 1,230,116 908,987
Cost of sales (691,878) (606,878) (219,849 (105,948) (911,727) (712,826)
Gross profit 226,131 170,999 92,258 25,162 318,389 196,161
Administration expenses and others (62,787) (64,483) (30,621) (2,722) (98,408) (67,205)
Operating profit 163,344 106,516 61,637 22,440 224,981 128,956
Interest expense (9,875) (10,060)
Interest income 1,302 1,176
Share of profit of jointly-controlled entities - 1,033
(Goodwill written off)/Negative goodwill (1,050) 26,440
Profit before tax 215,358 147,545
Tax expense (28,882) (9,356)
Profit for the year 186,476 138,189
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30. Segment information (cont’d)

31.

Asia and Oceania Europe Consolidated
2007 2006 2007 2006 2007 2006
Geographical segments RM’000 RM’000 RM’000 RM’000 RM’000 RM’000
Segment assets 718,910 512,716 490,475 453,892 1,209,385 966,608
Unallocated assets 3,870 6,072 36,453 43,015 40,323 49,087
Total assets 722,780 518,788 526,928 496,907 1,249,708 1,015,695
Segment liabilities 207,701 126,280 138,855 200,565 346,556 326,845
Unallocated liabilities 255,404 218,152 92,079 65,666 347,483 283,818
Total liabilities 463,105 344,432 230,934 266,231 694,039 610,663
Capital expenditure 56,439 24,250 41,606 1,204 98,045 25,454
Depreciation 2,266 2,374 258 120 2,524 2,494
Non-cash expenses other than
depreciation 12,555 10,786 5,760 - 18,315 10,786

Significant events during the year

31.1 In January 2007, the Company’s indirect wholly-owned subsidiary FBM Hudson ltaliana BV received a confirmation
from its lawyers that KNM Corporation, KNM Process Equipment Inc and KNM Industries Inc were incorporated as
subsidiaries of FBM Hudson ltaliana BV.

31.2 In February 2007, the Company acquired the entire issued and paid up shares in KNM Renewable Energy Sdn. Bhd.
(“KNMRE”) (formerly known as Prima Agrimate Sdn. Bhd.) for a cash consideration of RM2.

KNMRE’s principal activities are to provide process technology for the biofuels and seeds extraction plants, provision
of turnkey services, including operation and maintenance services for biofuels and seed extraction plants and related
investments in the renewable energy industries.

31.3 In March 2007, the Company’s wholly-owned subsidiary KNM Process Systems Sdn Bhd (“KNMPS”) acquired the
entire issued and paid up shares in KNM Industrial Boilers Sdn Bhd (“KNMIB”) (formerly known as KNM Macchi Boilers
Sdn Bhd) for a cash consideration of RM2.

KNMIB is the intended company that will undertake the joint venture effort between KNMPS and Sofinter SpA of Italy
to undertake the sales and marketing, design, fabrication and manufacturing of high capacity industrial boilers, heat
recovery steam generators and waste heat boilers for the oil, gas, petrochemicals, minerals processing and energy
industries.

KNMIB remained dormant during the year.
31.4 In April 2007, KNM International Sdn Bhd (“KNMI”), a wholly owned subsidiary of the Company entered into a Joint
Venture and Shareholders Agreement (“JVA”) with Themar Agaria Ltd Co (“Themar”), a company based in Saudi

Arabia, to design, manufacture, fabricate, construct, assemble, commission and maintain process equipment for the
oil, gas and petrochemicals industries.
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31. Significant events during the year (cont’d)

31.4 KNMI and Themar agrees to jointly undertake the business activities in relation to designing, manufacturing, fabricating,
construction, assembly, commission and maintenance of process equipment, mounted bullets, pressure vessels, heat
exchangers, skid mounted assemblies, process piping systems, storage tanks, specialised structural assemblies and
module assemblies for the oil, gas and petrochemicals industries.

31.5 In April 2007, the Company’s wholly-owned subsidiary KNM Process Systems Sdn Bhd (“KNMPS”) completed the
acquisition of remaining 49% (less 1 share) of equity interest in KNM Pty Ltd from Process Heat Transfer Pty Ltd
representing 2,107,000 ordinary shares of AUD 1 each in KNM Pty Ltd.

31.6 KNM Group Berhad had in September 2007 announced that proposed acquisition by KNM of 100% equity interest in
Pisces Engineering Sdn Bhd (Pisces) comprising 500,000 ordinary shares of RM1.00 each for a total cash consideration
of up to RM50.0 million.

The proposed acquisition is subject to:-

(@) The completion of due diligence to be carried out by KNM and its advisers, with results satisfactory to KNM at its
sole discretion;

(b) The signing of a definitive agreement by KNM and the Vendor for the sale and purchase of the Sale Shares within
45 days from this agreement, or such other period as agreed by the parties;

(c) The approvals of the Foreign Investment Committee and/or Ministry of International Trade and Industry; and
(d) The approvals of other relevant authorities, where applicable.
The definitive agreement for the sale and purchase of 100% equity interest in Pisces is being finalised.

31.7 KNM Group Berhad had in December 2007 announced that KNM International Sdn Bhd (“KNMI”) (a wholly owned
subsidiary of KNM) proposed to acquire 80% equity interest in HZM Companies (“HZM Companies”) for a total
consideration of Brazilian Real 27 million.

The proposed acquisition is subject to:-
(@) The purchaser and the vendors enter into a definitive Sale and Purchase Agreement;

(b) Completion of legal and financial due diligence on HZM Companies to the satisfaction of the Purchaser;

(c) Completion of fixed assets valuation of HZM Companies to be carried out by an independent professional valuer
acceptable to the Purchaser’s advisors;

(d) Shareholders'(if necessary) and Board of Directors’ approval of the Purchaser;

(e) Regulatory approvals in Malaysia, Brazil and elsewhere (if required), including approvals of other relevant
authorities, where applicable.

31.8 During the financial year, the authorised share capital of the Company was increased from RM200,000,000 comprising
400,000,000 ordinary shares of RM0.50 each to RM300,000,000 comprising 600,000,000 ordinary shares of RM0.50
each by the creation of an additional 200,000,000 ordinary shares of RM0.50 each. Subsequently, the authorised share
capital was subdivided into 1,200,000,000 ordinary shares via share split of each ordinary share of RM0.50 each into
two (2) ordinary shares of RM0.25 each.
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31. Significant events during the year (cont’d)

During the financial year, the Company has undertaken the following shares issuance:

(i

(i)

Bonus issue of 259,045,950 new ordinary share.

Subdivision of the issued and paid up share capital of 518,091,900 ordinary shares of RM0.50 each into 1,036,183,800
new ordinary shares of RM0.25 each on the basis of two (2) new ordinary shares of RM0.25 each for every one (1)
ordinary share for every two (2) existing ordinary shares held.

Issue of 11,662,600 new ordinary share of RM0.25 each for cash pursuant to the exercise of ESOS.

All the ordinary shares issued rank pari passu with the existing shares of the Company.

32. Significant events subsequent to balance sheet date

32.1

32.2

KNM Group Berhad had in January 2008 announced that the Company has entered into a Master Agreement (MA)
with Ellimetal International N.V. (Vendor) to acquire 100% equity interest in its wholly owned subsidiary Ellimetal NV
(Ellimetal) for a consideration sum of Euro20 million (Consideration).

The Proposed Acquisition is subject to:-

(@) The Purchaser and the Vendor enter into a definitive Sale and Purchase Agreement.

(b) Completion of legal and financial due diligence on Ellimetal to the satisfaction of the Purchaser.

(c) Shareholders’ (if necessary) and Board of Directors’ approval of the Purchaser.

(d) Regulatory approvals in Malaysia, Belgium and elsewhere (if required), including approvals of other relevant

authorities, where applicable.

KNM Group Berhad had in February 2008 announced that the Company is proposing to undertake the following
exercises:-

(@) Proposed Renounceable Right Issue of up to 267,807,215 new ordinary shares of RM0.25 each in KNM (“KNM
Shares”) on the basis of one (1) new KNM Share for every four (4) existing KNM Shares held on an entitlement date

to be determined later at the indicative issue price of RM4.00 per right share;

(b) Proposed bonus issue of up to 2,678,072,150 new KNM shares on the basis of two (2) new KNM share for every
share held after the proposed right issue on an entitlement date to be determined later;

(c) Proposed issuance of up to United States of America Dollar (“USD”)350 million (or its Euro Dollar equivalent)
Bonds, exchangeable into new KNM Shares (“exchangeable bonds”);

(d) Proposed increase in the Authorised share capital of KNM; and
(e) Proposed amendment to the Memorandum and articles of association.

The Securities Commission and KNM Group Berhad’s shareholders approved the proposed renounceable rights issue
and the proposed exchangeable bonds in April 2008.
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32. Significant events subsequent to balance sheet date (cont’d)

32.3 KNM Process Systems Sdn Bhd (“KNMPS”), a wholly-owned subsidiary of the Company had in February 2008 entered
into a Memorandum of Agreement (“MOA”) with David K Stevens (“DKS”), a patent holder for sulphur removal and
recovery technology for oil and gas applications, with over 20 years’ relevant experience. Under the MOA, KNMPS
and DKS will co-operate on an exclusive basis (Joint Venture) to set up a joint venture company in the United States of
America known as KPS Technology & Engineering LLC (“KPS”) to undertake sulphur removal and recovery and provide
services to clients in the oil, gas and energy/power industries in relation to sulphur removal and recovery technology.

The MOA is not subject to any approvals from regulatory authorities in Malaysia or elsewhere.

32.4 KNM Corporation (“KNM Corp”), an indirect wholly-owned subsidiary of the Company received a confirmation in
February 2008 from Fraser Milner Casgrain LLP of 2900 Manulife Place, 10180-101 Street, Edmonton, Alberta, Canada
T5J 3V5, the Company’s appointed solicitors in Edmonton, Alberta, Canada that KPS Inc was incorporated on 20
February 2008 as a wholly-owned subsidiary of KNM Corp. KPS Inc is intended to be involved principally as an
investment holding company in Canada.

KPS Inc has not commenced operations since its date of incorporation and has an authorised, issued and paid up
share capital of 100 Class A shares of Canadian Dollars (CAN) 0.10 each. KNM Corp is the sole subscriber of the 100
Class A shares.

32.5 In March 2008, the Company had incorporated KNM Capital Labuan Limited in Labuan a wholly owned subsidiary with
an authorised share capital of USD10,000 each of which 1 ordinary shares is issued and fully paid.

32.6 KNM Group Berhad (“KNM”) had in March 2008 announced that KNM Process Systems Sdn Bhd (“KNMPS”), a
wholly-owned subsidiary of KNM had in February 2008 entered into a sale and purchase agreement with the vendors
to acquire 100% equity interest in Borsig, comprising 12 fully paid-up ordinary shares for a total cash consideration
of Euro 350,000,000 (“Cash consideration”). The Cash consideration is equivalent to approximately RM1,669,500,000
based on exchange rate of RM4.77 : Euro1.00.

32.7 KNM Group Berhad had in March 2008 procured a mandate from its shareholders to purchase and/or hold up to ten
per centum (10%) of its issued and paid-up ordinary share of RM0.25 each (“Shares”) for the time being listed on Bursa
Malaysia.

32.8 KNM Group Berhad had in March 2008 obtained its shareholders approval to allocate 300,000 ESOS options to

Dato’ Mohamad Idris bin Mansor, the Independent Non-Executive Chairman of KNM pursuant to its existing ESOS in
accordance with the by-laws of the ESOS.

KNM Group Berhad annual report 2007



Notes to the Financial Statements (contd)

33. Subsidiaries

The principal activities of the subsidiaries, their places of incorporation and the interests of KNM Group Berhad are as
follows:

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006

Subsidiaries of the Company

KNM Process Systems Design, manufacture, assembly Malaysia 100% 100%
Sdn. Bhd. and commissioning of process
equipment, pressure vessels,
heat exchangers, skid mounted
assemblies, process pipe systems,
storage tanks, specialised structural
assemblies and module assemblies
for the oil, gas and petrochemical
industries.

KNM International Sdn. Bhd. Provision of management, Malaysia 100% 100%
technical advisory, licence and
trademark services to international
related companies and related
international investments.

KNM Capital Sdn. Bhd. Provision of funding and treasury Malaysia 100% 100%
services and all related functions.

KNM Management Provision of qualifying services Malaysia 100% 100%
Services Sdn. Bhd. under the overseas head quarters
(OHQ) concept which includes
management, treasury, financial
advisory, technical support,
marketing, business development
and procurement and all related
functions.

KNM Renewable Provision of process technology Malaysia 100% -
Energy Sdn. Bhd. the biofuels and seeds extraction
plants, provision of turnkey
services for biofuels and seed
extraction plants and related
investment in the renewable
energy industries.
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33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
Subsidiaries of KNM
Process Systems Sdn. Bhd.
KNM OGPET (East Design, manufacture, assembly Malaysia 100% 100%
Coast) Sdn. Bhd. and commissioning of process
equipment, pressure vessels,
heat exchangers, skid mounted
assemblies, process pipe systems,
storage tanks, specialised structural
assemblies and module assemblies
for the oil, gas and petrochemical
industries.
Duraton Engineering Provision of project manpower, Malaysia 100% 100%
Sdn. Bhd. engineering, non-destructive
testing and technical consultancy
services.
Perwira Awan Sdn. Bhd. Property investment. Malaysia 100% 100%
KNM Plant (Bintulu) Design, manufacture, assembly Malaysia 100% 100%
Sdn. Bhd. and commissioning of process
equipment, pressure vessels,
heat exchangers, skid mounted
assemblies, process pipe systems,
storage tanks, specialised structural
assemblies and module assemblies
for the oil, gas and petrochemical
industries.
KNM Plant (Gebeng) Design, manufacture, assembly Malaysia 100% 100%
Sdn. Bhd. and commissioning of process

equipment, pressure vessels,

heat exchangers, skid mounted
assemblies, process pipe systems,
storage tanks, specialised structural
assemblies and module assemblies
for the oil, gas and petrochemical
industries.
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33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
KNM Plant (Melaka) Design, manufacture, assembly Malaysia 100% 100%
Sdn. Bhd. and commissioning of process
equipment, pressure vessels,
heat exchangers, skid mounted
assemblies, process pipe systems,
storage tanks, specialised structural
assemblies and module assemblies
for the oil, gas and petrochemical
industries.
KNM Technical Services Provision of technical services Malaysia 100% 100%
Sdn. Bhd. and other associated services
related to the oil, gas and
petrochemical industries.
Sumber Amantech Provision of project Malaysia 100% 100%
Sdn. Bhd. management and technical
services.
KNM Exotic Equipment Design, manufacture, assembly Malaysia 100% 100%
Sdn. Bhd. and commissioning of process
equipment, pressure vessels,
heat exchangers, skid mounted
assemblies, process pipe systems,
storage tanks, specialised
structural assemblies and module
assemblies for the oil, gas and
petrochemical industries.
FBM Hudson ltaliana Investment holding. Netherlands 100% 100%
BV *@

KNM Pty Ltd * @ Design, manufacture, sale and Australia 100% 51%+1
service of heat exchange share
systems.

KNM Industrial Boilers Design, manufacture and fabricate Malaysia 100% -

Sdn Bhd (formerly and engage in sales and marketing
known as KNM of high capacity industrial boilers,
Macchi Boilers heat recovery steam generators and
Sdn Bhd) waste heat boilers for the oil, gas,

petrochemicals, mineral processing
and energy industries.

KNM Group Berhad annual report 2007



Notes to the Financial Statements (contd)

33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
Subsidiaries of
FBM Hudson ltaliana BV
FBM Hudson ltaliana Design and manufacture of Italian 100% 100%
SpA* air-cooled heat exchangers, Republic

specialty shell and tube heat

exchangers and process gas

waste heat boilers for the oil,

gas,petrochemical and

desalination industries.
FBM ICOSS s.r.l * Design and construction of fully Italian 100% 100%

welded plate type heat exchanger Republic

plates bundle exchangers and

jacketed pressure vessels for

different fields such as chemical,

petrochemical, textile

pharmaceutical, food industry,

aerospace and research industries.
KNM Corporation * Investment holding. Canada 100% -
Subsidiaries of
KNM Corporation
KNM Process Equipment Design, manufacture, procurement Canada 100% -

*

Inc
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Notes to the Financial Statements (contd)

33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
Subsidiaries of
KNM Corporation (cont’d)
KNM Industries Inc * An asset holding company and Canada 100% -
shall own the land, manufacturing
plant and machinery in relation to
the Group’s manufacturing facility
in Edmonton, Alberta, Canada.
Subsidiaries of
KNM Pty Ltd
W E Smith Engineering Thermal and mechanical design, Commonwealth 100% 100%
Pty Ltd * @ drafting, manufacture of of Australia
shell and tube heat exchangers
vessels, columns and feed water
heaters.
HEA Pty Ltd * @ Manufacture of air cooled, Commonwealth 100% 100%
shell and tube, and plate heat of Australia
exchangers, vessels and columns.
PT Heat Exchangers Manufacture of air-cooled, and Republic 100% 100%
Indonesia * @ shell and tube plate and of Indonesia
frame heat exchangers, vessels
columns.
Subsidiaries of
KNM Exotic Equipment Sdn. Bhd.
Pancaran Ribu (M) Dormant. Malaysia 100% 100%
Sdn. Bhd.
Hasil Wira Sdn. Bhd. Dormant. Malaysia 100% 100%
KMK Power Sdn. Bhd. Dormant. Malaysia 100% 100%
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33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
Subsidiaries of KNM
International Sdn. Bhd.
KNM Overseas Investment holding. Malaysia 100% 100%
(China) Sdn. Bhd.
KNM Gilobal Ltd. Provision of management, British Virgin 100% 100%
procurement services, Islands
business development,
technical advisory and
marketing services.
KNM Qil & Gas (B) Design, manufacture and Brunei 100% 100%
Sdn. Bhd.* distribution of process Darussalam
equipment for the oil and
gas industry.
KNM Sistemas de Design, manufacture, assembly Federative 100% 100%
Processamento do and commissioning of process Republic
Brasil Ltda ** equipment, including without of Brazil
limitation pressure vessels,
air finned coolers process
gas waste heat boilers and
specialised shell and tube heat
exchangers for the oil, gas,
petrochemicals and minerals
processing industries in Brazil
and its surrounding regions. The
Company has not commenced
operations.
KNM Engineering Design, engineering, technical Republic 100% 100%
Services Pty Ltd ** and project management services of India

in relation to process equipment,
plant facilities and general

facilities for the oil, gas,
petrochemicals, minerals
processing and general industries.
The Company has not commenced
operations.
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33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
Subsidiaries of KNM
International Sdn. Bhd. (cont’d)
PT KPE Industries * An asset holding company Republic of 100% -
and shall own the land, Indonesia
manufacturing plant and
machinery in relation to the
Group’s intended manufacturing
facility at the Kabil Industrial
Estate in Batam, Indonesia.
Subsidiary of KNM
Overseas (China) Sdn. Bhd.
KNM Special Process Design, manufacture, assembly, People’s 100% 100%
Equipment commissioning and maintenance Republic of
(Changshu) Co. of process equipment, pressure China
Ltd. ** vessels, heat exchanges, skid
mounted assemblies, process
pipe systems, storage tanks,
specialised structural assemblies
and module assemblies for the
oil, gas and petrochemical
industries within the China market.
Subsidiary of KNM Renewable
Energy Sdn Bhd
KNM-CIW Sdn Bhd Provision of process Malaysia 60% -
(formerly known as technology for the biofuels
Kosmo Sawit Sdn Bhd) and seeds extraction plants,

provision of turnkey services,
including operation and
maintenance services for biofuels
and seeds extraction plants and
related investment in the
renewable energy industries.
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Notes to the Financial Statements (contd)

33. Subsidiaries (cont’d)

Effective
Country of Ownership
Name of Company Principal Activities Incorporation Interest
2007 2006
Subsidiary of FBM Hudson
Italiana SpA and KNM
International Sdn. Bhd.
FBM-KNM FzZCO * Design and manufacture of United Arab 100% 100%

air-cooled heat exchangers, Emirates
specialty shell and tube heat
exchangers and process gas
waste heat boilers for the oil,
gas, petrochemical and desalination
industries.
* Audited by a member firm of KPMG.

* Audited by another firm of accountants.
@  Auditor’s report that is not qualified and the financial statements are prepared on a going concern basis as its holding
company will provide the necessary financial support, if required.
34. Acquisition of subsidiaries and minority interest
34.1 Business combination
During the financial year, the Group completed the acquisitions of the following companies:
i)  KNM Renewable Energy Sdn Bhd in February 2007, for a cash consideration of RM2.00 satisfied by cash.

i)  KNM-CIW Sdn Bhd (formerly known as Kosmo Sawit Sdn Bhd) in March 2007, for a cash consideration of RM2.00
satisfied by cash.

iii) KNM Industrial Boilers Sdn Bhd (formerly known as KNM Macchi Boilers Sdn Bhd) in March 2007, for a cash
consideration of RM2.00 satisfied by cash.

The principal activities of the subsidiaries acquired are shown in Note 33 of the financial statements. During the year

ended 31 December 2007, these subsidiaries contributed profit of RM16,000. If the acquisition had occurred on 1
January 2007, management estimates that consolidated profit for the year would have been RM186,492,000.
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Notes to the Financial Statements (contd)

34. Acquisition of subsidiaries and minority interest (cont’d)

The acquisition had the following effect on the Group’s assets and liabilities on acquisition date:

Pre-acquisition Fair value Recognised values
carrying amounts adjustments on acquisitions
Note 2007 2006 2007 2006 2007 2006

RM’000 RM’000 RM’000 RM’000 RM’000 RM’000

Property, plant

and equipment 3 - 145,108 - 113,376 - 258,484
Other investments - 2,262 - - - 2,262
Deferred tax assets - - - 43,105 - 43,105
Inventories - 15,826 - - - 15,826
Receivables,

deposits and

prepayments - 202,848 - - - 202,848
Cash and cash

equivalents - 37,198 - - - 37,198
Loans and borrowings - (52,667) - - - (52,667)
Deferred tax liabilities - - - (43,105) - (43,105)
Payables and accruals - (812,237) - - - (812,237)
Current tax liabilities - (22,611) - - - (22,611)

Net identifiable
assets and liabilities - 15,727 - 113,376 - 129,103

Share of net asset

of subsidiary - (52,860)
Minority interest - (9,107)
Goodwill on

acquisition 4 - 4,233
Negative goodwill 20 - (26,440)

Consideration paid,

satisfied in cash - 44,929
Cash acquired - (37,198)
Net cash outflow - 7,731

Pre-acquisition carrying amounts were determined based on applicable FRSs immediately before the acquisition. The values
of assets and liabilities recognised on acquisition are their estimated fair values.

34.2 Acquisition of minority interest
In April 2007, the Group acquired an additional 49% (less 1 share) interest in KNM Pty Ltd for RM15,924,000 in cash,
increasing its ownership from 51% (plus 1 share) interest to 100%. The carrying amount of KNM Pty Ltd’s net assets

in the consolidated financial statements on the date of the acquisition was RM27,520,000. The Group recognised a
decrease in minority interest of RM13,485,000 and goodwill of RM2,439,000 (see note 4).
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Investors’ Information
as at 2 May 2008

ORDINARY SHARE DISTRIBUTION SCHEDULE

Category No Of Holders % No Of Shares %
Less than 100 10 0.09 190 0.00
100 - 1,000 3,667 33.16 3,209,318 0.30
1,001 - 10, 000 5,523 49.95 21,698,296 2.06
10, 001 - 100,000 1,353 12.24 41,896,150 3.97
100,001 to less than 5% of issued shares 503 4.55 730,819,846 69.32
5% and above of issued shares 1 0.01 256,637,000 24.34
TOTAL 11,057 100.00 1,054,260,800 100.00

THIRTY (30) LARGEST SHAREHOLDERS

Holdings

No Name No of Shares %

1 INTER MERGER SDN BHD 256,637,000 24.34

2 EMPLOYEES PROVIDENT FUND BOARD 37,342,560 3.54

3 CARTABAN NOMINEES (ASING) SDN BHD 32,013,600 3.04
SSBT FUND HG22 FOR SMALLCAP WORLD FUND, INC.

4 CITIGROUP NOMINEES (ASING) SDN BHD 31,756,500 3.01
EXEMPT AN FOR AMERICAN INTERNATIONAL ASSURANCE COMPANY LIMITED

5 HSBC NOMINEES (ASING) SDN BHD 30,853,800 2.93
EXEMPT AN FOR JPMORGAN CHASE BANK, NATIONAL ASSOCIATION (U.S.A.)

6 HSBC NOMINEES (ASING) SDN BHD 24,640,600 2.34
TNTC FOR FIDELITY SOUTHEAST ASIA FUND (FID INV TST)

7 TEGAS KLASIK SDN BHD 23,947,636 2.27

8 HSBC NOMINEES (ASING) SDN BHD 20,000,000 1.90
BNY BRUSSELS FOR JF ASEAN FUND

9 HSBC NOMINEES (ASING) SDN BHD 19,984,600 1.90
TNTC FOR FIDELITY INTERNATIONAL DISCOVERY FUND (FID INVEST)

10 HSBC NOMINEES (ASING) SDN BHD 15,365,184 1.46
BBH AND CO BOSTON FOR GMO EMERGING MARKETS FUND

11 HSBC NOMINEES (ASING) SDN BHD 14,303,800 1.36
EXEMPT AN FOR THE HONGKONG AND
SHANGHAI BANKING CORPORATION LIMITED (HSBFS-I CLT ACCT)

12 HSBC NOMINEES (ASING) SDN BHD 12,609,300 1.20
EXEMPT AN FOR MORGAN STANLEY & CO INTERNATIONAL PLC (IPB CLIENT ACCT)

13 HSBC NOMINEES (ASING) SDN BHD 12,424,400 1.18
EXEMPT AN FOR MORGAN CHASE BANK, NATIONAL ASSOCIATION (U.K.)

14 HSBC NOMINEES (ASING) SDN BHD 12,041,201 1.14
MORGAN STANLEY & CO INTERNATIONAL PLC (FIRM A/C)

15  CITIGROUP NOMINEES (ASING) SDN BHD 11,972,800 1.14
GSI/ FOR TREE LINE ASIA MASTER FUND

16 HSBC NOMINEES (ASING) SDN BHD 11,818,100 1.12
BBH (LUX) SCA FOR FIDELITY FUNDS ASEAN

17  CITIGROUP NOMINEES (ASING) SDN BHD 9,762,700 0.93

CB LUX FOR VONTOBEL FUND ( FAR EAST EQUITY)
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Investors’ Information as at 2 May 2008

THIRTY (30) LARGEST SHAREHOLDERS (cont’d)

Holdings

No Name No of Shares %

18 HSBC NOMINEES (ASING) SDN BHD 8,418,300 0.80
BBH (LUX) SCA FOR FIDELITY FUNDS EMERGING MKTS

19  CITIGROUP NOMINEES (TEMPATAN) SDN BHD 8,000,000 0.76
CMS ASSET MANAGEMENT SDN BHD FOR EMPLOYEES PROVIDENT FUND

20 SBB NOMINEES (TEMPATAN) SDN BHD 7,855,100 0.75
EMPLOYEES PROVIDENT FUND BOARD

21 CARTABAN NOMINEES (ASING) SDN BHD 7,527,400 0.71
INVESTORS BANK AND TRUST COMPANY FOR ISHARES INC.

22  CARTABAN NOMINEES (ASING) SDN BHD 7,394,300 0.70
SSBT FUND IBLJ FOR WILLIAM BLAIR INTERNATIONAL GROWTH (FUND)

23  SBB NOMINEES (TEMPATAN) SDN BHD 7,244,500 0.69
KUMPULAN WANG PERSARAAN (DIPERBADANKAN)

24  WONG LAY LENG 6,632,000 0.63

25  CITIGROUP NOMINEES (ASING) SDN BHD 6,340,199 0.60
EXEMPT AN FOR MELLON BANK (MELLON)

26 DB (MALAYSIA) NOMINEE (ASING) SDN BHD 5,433,900 0.52
EXEMPT AN FOR DEUTSCHE BANK AG SINGAPORE (PWM ASING)

27 HSBC NOMINEES (ASING) SDN BHD 5,403,200 0.51
BNY BRUSSELS FOR AXP VARIABLE PORTFOLIO-EMERGING MARKET FUND

28 LEE SWEE ENG 5,400,000 0.51

29  AMSEC NOMINEES (TEMPATAN) SDN BHD 5,313,400 0.50
AMTRUSTEE BERHAD FOR
CIMB ISLAMIC DALI EQUITY GROWTH FUND (WT-CIMB-DALI)

30 HSBC NOMINEES (ASING) SDN BHD 5,306,700 0.50

EXEMPT AN FOR JPMORGAN CHASE BANK, NATIONAL ASSOCIATION (U.A.E.)

SUBSTANTIAL SHAREHOLDERS (in accordance with the Company’s register of substantial shareholders)

No Name Shareholdings %

1. INTER MERGER SDN BHD 257,740,364 24.45

DIRECTORS’ SHAREHOLDINGS
No of Ordinary Shares

No Name of Directors Direct % Indirect %
1 YBHG DATO’ MOHAMAD IDRIS BIN MANSOR None Not Applicable None Not Applicable
2 IR.LEE SWEE ENG 11,910,000 1.13% 281,688,000 26.72%
3 LIM YU TEY 1,050,000 0.10% None Not Applicable
4 YBHG DATO’ ABD HALIM BIN MOHYIDDIN 1,400,000 0.13% None Not Applicable
5 LEE HUI LEONG None Not Applicable 23,947,636 2.27%
6 GAN SIEW LIAT 1,320,000 0.13% 281,688,000 26.72%
7 CHEW FOOK SIN 2,220,800 0.21% 281,688,000 26.72%
8 NG BOON SU None Not Applicable None Not Applicable
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List of Properties Held by
the Group as at 31 December 2007

Mukim Sungai Karang
26080 Kuantan
Malaysia

Audited
Net Book
Registered/ Approximate | Acquisition/ Value As At
Beneficial Existing Land Built-up Age Of The Revaluation 31.12.2007
Owner Location Use Tenure Area Area Building Date RM’000
PASB Lot PT7552, HS(D) Land 66 years 36,420 m2 - - 31/12/2004 4,085
17934, Mukim Sungai (Industrial) (leasehold)
Karang, District Kuantan Expires on
Pahang Darul Makmur 1 June 2064
Malaysia
KNMPS Lot PT 523, HS(D) Fabrication - - 10,279.6 m? 16 31/12/2004 18,887
30213, Mukim Tanjong Plant and
Minyak, District Melaka | Office Building
Tengah, Melaka
Malaysia
Lot PT 523, HS(D) Land 99 years 18,275 m? - - 31/12/2004 1,766
30213, Mukim Tanjong | (Industrial) (leasehold)
Minyak, District Melaka Expires on
Tengah, Melaka 28 May 2094
Malaysia
Lot PT 522, HS(D) Land 99 years 5,145 m?) 6,594 m? 4 31/12/2004 502
30212, Mukim Tanjong | (Industrial) (leasehold) )
Minyak, District Melaka Expires on )
Tengah, Melaka 28 May 2094 )
Malaysia )
)
Lot PT 521, HS(D) Land 99 years 5,972 m?) - - 31/12/2004 613
30211, Mukim Tanjong | (Industrial) (leasehold)
Minyak, District Melaka Expires on
Tengah, Melaka 28 May 2094
Malaysia
Plot 1, being part of Land 60 years 13,400 m? - - 31/12/2004 1,360
parent Lots 124 and (Industrial) (leasehold)
128, Block 20, Kemena [individual
Land District at title has not
Kidurong Industrial Area been issued]
(KINDA), Bintulu,
Sarawak
Malaysia
Plot 1, being part of Fabrication 60 years - 2,800 m? 7 31/12/2004 7,521
parent Lots 124 and Plant and (leasehold)
128, Block 20, Kemena | Office Building [individual
Land District at title has not
Kidurong Industrial Area been issued]
(KINDA), Bintulu
Sarawak
Malaysia
Lot PT 7552, HS(D) Fabrication - - 17,111 m? 8 31/12/2004 24,727
17934, Mukim Sungai Plant and
Karang, District Kuantan | Office Building
Pahang Darul Makmur
Malaysia
Lot 75, Jalan Gebeng Fabrication 3 + 2 years 38,856 m? 6,859 m? 3 17/4/2005 Included in
1/6, Kawasan Plant and Above
Perindustrian Gebeng, Office Building
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List of Properties Held by the Group
as at 31 December 2007 (contd)

Audited
Net Book

Registered/ Approximate | Acquisition/ Value As At
Beneficial Existing Land Built-up Age Of The Revaluation 31.12.2007
Owner Location Use Tenure Area Area Building Date RM’000
KNMPS PM 372 Lot 2136 Building 99 years - 111 m? 11 31/12/2004 72

(PT787) Mukim (Residential) (leasehold)

Tanjung Minyak, Expires on

District of Melaka 10 May 2093

Tengah, Melaka

Malaysia

PM 423 Lot 2132 Building 99 years - 111 m? 11 31/12/2004 72

Mukim Tanjung Minyak, | (Residential) (leasehold)

District of Melaka Expires on

Tengah, Melaka 10 May 2093

Malaysia

PM 339 Lot 2170 Building 99 years - 250 m? 11 31/12/2004 104

(PT719) Mukim (Residential) (leasehold)

Tanjung Minyak, Expires on

District of Melaka 10 May 2093

Tengah, Melaka

Malaysia

PM 340 Lot 2171 Building 99 years - 113 m? 11 31/12/2004 72

(PT720) Mukim (Residential) (leasehold)

Tanjung Minyak, Expires on

District of Melaka 10 May 2093

Tengah, Melaka

Malaysia

PM 341 Lot 2172 Building 99 years - 113 m? 11 31/12/2004 72

(PT721) Mukim (Residential) (leasehold)

Tanjung Minyak, Expires on

District of Melaka 10 May 2093

Tengah, Melaka

Malaysia

Lot 1863, Mukim Sungai | Fabrication 3 + 2 years 92,289 m? 15,609 m? 3 15/2/2005 16,226

Karang, Daerah Kuantan | Plant and

Negeri Pahang

Office Building

Malaysia
KNMSPEC | Jiangsu Province Land 50 years 33,537 m? - - 27/12/2004 2,914

Changshu Economic (Industrial) (leasehold)

Development Area Expires on

“Chang Rang Guo Yong 9 July 2052

(2002) Zi No. 192”

China

Jiangsu Province Fabrication 50 years - 37,245 m? 6 27/12/2004 12,494

Changshu Economic Plant and (leasehold)

Development Area Office Building| Expires on

“Chang Rang Guo Yong 9 July 2052

(2002) Zi No. 192"

China
KEE Lot 17, Persiaran Sabak | Fabrication - 12,093 m? 8,220.84 m? 15 30/6/2004 7,121

Bernam, Seksyen 26 Plant and

Shah Alam, Selangor Office Building

Malaysia
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List of Properties Held by the Group
as at 31 December 2007 (contd)

Audited
Net Book
Registered/ Approximate | Acquisition/ Value As At
Beneficial Existing Land Built-up Age Of The Revaluation 31.12.2007
Owner Location Use Tenure Area Area Building Date RM’000
FBMHI Via Valtrighe, 5 - 24030 | Fabrication - - 48,582 m? 17/42 - 18,025
Terno d’Isola (BG), Italy | Plant
Via Valtrighe, 5 - 24030 | Staff House - - 396 m? 48 - 110
Terno d’Isola (BG), Italy
Via Valtrighe, 6 - 24030 | Staff House - - 120 m? 27 - 403
Terno d’Isola (BG), Italy
Via Valtrighe, 5 - 24030 | Agricultural - 22,595 m? - - - 1,077
Terno d’lsola (BG), ltaly | Area
Via Valtrighe, 5 - 24030 | Industrial - 194,660m? - - - 12,414
Terno d’lsola (BG), ltaly | Area
Via ltalia, - 24030 Reserve Area - 3,225 m? - - - 331
Mapello (BG), Italy Area
Revaluation - - - - 31/12/2006 120,244
of all above
FZCO Jebel Ali Free Zone Building - - 23,000 m? 16 1/9/2004 21,113
Dubai, UAE
PTKPE Lot A20-22, 27-29 Land - 82,323m? - - - 4,585
Kabil Industrial Estate (Industrial)
Indonesia
KNMIND 6204-46 Ave, Fabrication - - 9,118 m? - 06/04/2007 -
Tofield, AB TOB 450 Plant and
Canada Office Building
Land - 457,299m? - - 06/04/2007 3,895
(Industrial) (113 acres)
Definitions:
FBMHI FBM Hudson Italiana SpA
FzCO FBM-KNM FZCO
KEE KNM Exotic Equipment Sdn Bhd
KNMIND KNM Industries Inc
KNMPS KNM Process Systems Sdn Bhd
KNMSPEC KNM Special Process Equipment (Changshu) Co Ltd
PASB Perwira Awan Sdn Bhd
PTKPE PT KPE Industries
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Notice of

Annual General Meeting

NOTICE IS HEREBY GIVEN THAT the 6th Annual General Meeting of KNM Group Berhad will be held at the Unity Room, Lower
Ground Level, Palace of the Golden Horses, MINES Resort City, Jalan Kuda Emas, 43300 Seri Kembangan, Selangor Darul
Ehsan, Malaysia on Tuesday, 17 June 2008 at 10.00 a.m. for the following purposes:

Agenda
As ordinary business :

1. To receive and adopt the audited Financial Statements of the Company for the financial year Ordinary Resolution 1
ended 31 December 2007 and the reports of the Directors and Auditors.

2. To approve the payment of Directors’ fees for the year ended 31 December 2007 Ordinary Resolution 2

3. To re-elect the following Director who retires in accordance with Article 132 of the Company’s
Articles of Association, and being eligible, has offered himself for re-election:

(@) Ng Boon Su Ordinary Resolution 3

4. To re-elect the following Directors who retires in accordance with Article 127 of the Company’s
Articles of Association, and being eligible, have offered themselves for re-election:

(@ YBhg Dato’ Mohamad Idris Bin Mansor Ordinary Resolution 4
(b) Lim Yu Tey Ordinary Resolution 5
(c) Gan Siew Liat Ordinary Resolution 6

5. To re-appoint Messrs KPMG as Auditors of the Company and to authorise the Directors to fix Ordinary Resolution 7
their remuneration.

As Special Business

To consider and if thought fit, with or without modifications, to pass the following Resolutions as
Ordinary Resolutions:

6. Proposed renewal of authority to issue shares pursuant to Section 132D of the Companies Act, Ordinary Resolution 8
1965:

THAT subject to 132D of the Companies Act, 1965 and the approvals of the relevant
governmental/regulatory authorities, the Directors be and are hereby empowered to issue
shares in the Company, at any time and upon such terms and conditions and for such purposes
as the Directors may, in their absolute discretion, deem fit, provided that the aggregate number
of shares issued pursuant to this Resolution in any one financial year does not exceed 10% of
the issued and paid-up share capital of the Company for the time being and that such authority
shall commence immediately upon the passing of this Resolution and continue to be in force
until the conclusion of the next Annual General Meeting of the Company.

7. Proposed Renewal of Shareholders’ Mandate for Recurrent Related Party Transactions of a Ordinary Resolution 9
Revenue Nature:

THAT approval be and is hereby given for the renewal of Shareholders’ Mandate for the Company
and its subsidiaries and associate companies (KNM Group) to enter into recurrent related party
transactions of a revenue or trading nature which are necessary for the KNM Group’s day-to-day
operations with the parties set out in section 4 of the Circular to Shareholders of the Company
dated 26 May 2008, subject to the following:
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Notice of Annual General Meeting (contd)

(@) thetransactions are carried out in the ordinary course of business and on normal commercial
terms which are not more favourable to the related parties than those generally available to
the public and are not to the detriment of the minority shareholders of the Company; and

(b) disclosure is made in the annual report of the aggregate value of transactions conducted
pursuant to the Shareholders’ Mandate during the financial year based on the following
information:

(i) the type of recurrent related party transactions made; and

(i) the names of the related parties involved in each type of recurrent related party
transaction made and their relationships with the Company;

and any other arrangements and/or transactions as are incidental thereto;

AND THAT the authority conferred by this resolution will commence immediately upon the
passing of this Ordinary Resolution until:

(@ the conclusion of the next Annual General Meeting (AGM) of the Company, at which
time it will lapse, unless by a resolution passed at the AGM, the mandate is again
renewed; or

(b) the expiration of the period within which the next AGM of the Company is required to be
held pursuant to Section 143(1) of the Companies Act, 1965 (Act) but shall not extend
to such extension as may be allowed pursuant to Section 143(2) of the Act; or

(c) revoked or varied by resolution passed by the shareholders of the Company in a general
meeting

whichever is the earlier.

AND THAT the Directors of the Company be empowered to complete and do all such acts
and things as they may be considered expedient or necessary to give effect to the Proposed
Renewal of Shareholders’ Mandate and transactions contemplated and/or authorised by
this Ordinary Resolution.

8. Proposed Renewal of Share Buy-Back Authority: Ordinary Resolution 10
THAT subject to the Companies Act, 1965, the Memorandum and Articles of Association of
the Company and the guidelines of Bursa Securities and any other relevant authorities, the
Company be and is hereby authorised to purchase and/or hold such number of ordinary shares
of RMO0.25 each in the Company as may be determined by the Directors of the Company from
time to time through Bursa Securities upon such terms and conditions as the Directors of the
Company may deem fit in the interest of the Company provided that the aggregate number of
ordinary shares of RM0.25 each purchased pursuant to this resolution does not exceed ten
percent (10%) of the total issued and paid-up share capital of the Company (Proposed Renewal)
and that an amount not exceeding the total audited retained profits and share premium account
of the Company at the time of purchase, would be allocated by the Company for the Proposed
Renewal.

THAT the authority conferred by this ordinary resolution will commence immediately upon
passing of this ordinary resolution until the conclusion of the next Annual General Meeting of
the Company (unless earlier revoked or varied by ordinary resolution of the shareholders of the
Company in a general meeting).
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Notice of Annual General Meeting (contd)

THAT the Directors of the Company be and are hereby authorised to take all steps necessary
to implement, finalise and to give full effect to the Proposed Renewal and THAT authority be
and is hereby given to the Directors of the Company to decide in their discretion to either retain
the ordinary shares of RM0.25 each purchased pursuant to the Proposed Renewal as treasury
shares and/or to resell the treasury shares and/or to distribute them as share dividends and/or
to cancel them.

9. To transact any other ordinary business of which due notice shall have been given. Ordinary Resolution 11
By Order of the Board

Chia Kwok Why (MAICSA 7005833)
Yeoh Seng Chong (LS 006878)
Joint Company Secretaries

Seri Kembangan
26 May 2008

Explanatory Notes on Special Business

Resolution 8
Renewal of authority pursuant to Section 132(D) of the Companies Act, 1965

The effect of this Ordinary Resolution, if passed, will give authority to the Directors of the Company, from the date of the above
Annual General Meeting, to issue and allot shares in the Company up to and not exceeding in total 10% of the issued and paid-
up share capital of the Company for the time being, for such purposes as the Directors consider are in the best interest of the
Company. This authority, unless revoked or varied at a general meeting, will expire at the conclusion of the next Annual General
Meeting of the Company.

Resolution 9
Proposed Renewal of Shareholders’ Mandate for Recurrent Related Party Transactions of a Revenue Nature

Please refer to the Circular to Shareholders dated 26 May 2008 for further information.

Resolution 10
Proposed Renewal of Share Buy-Back Authority

Please refer to the Share Buy-Back Statement dated 26 May 2008 for further information.
Notes:
1. A proxy may but need not be a member of the Company and the provision of Section 149(1)(b) of the Act shall not apply to

the Company.

2. This instrument duly completed must be deposited at the Registered Office of the Company at 15, Jalan Dagang SB4/1,
Taman Sungai Besi Indah, 43300 Seri Kembangan, Selangor Darul Ehsan, Malaysia, not less than 48 hours before the time
for holding the meeting.

3. The instrument appointing a proxy or proxies shall be in writing under the hand of the appointor or his/her attorney duly
authorized in writing, or if such appointee is a corporation under its Seal or the hand of its attorney.

4. Where a member appoints more than 1 proxy, the appointments shall be invalid unless he/she specifies the proportion of his/
her shareholding to be represented by each proxy.
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Statement Accompanying

Notice of Annual General Meeting

1. Date, time and venue of the 6th Annual General Meeting

Date : Tuesday, 17 June 2008
Time : 10.00 a.m.
Venue : Unity Room,

Lower Ground Level,

Palace of the Golden Horses,
MINES Resort City,

Jalan Kuda Emas,

43300 Seri Kembangan,
Selangor Darul Ehsan,
Malaysia

2. Directors standing for re-election at the 6th Annual General Meeting

The directors retiring and standing for re-election pursuant to the Company’s Articles of Association are:

(@) Ng Boon Su

(b) YBhg Dato’ Mohamad Idris bin Mansor

(c) Lim Yu Tey

(d) Gan Siew Liat
The profiles of the 4 Directors and the record of their attendance at Board meetings held in the financial year ended 31
December 2007 are presented in the profile of Directors on pages 7 to 9 respectively. Their shareholdings in the Company
are presented in the Directors’ Shareholdings on page 105.

3. Attendance of Directors at Board Meetings

5 Board meetings were held during the financial year ended 31 December 2007. A record of the Directors’ attendance at
Board meetings is presented in the Corporate Governance Statement on page 19.
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N

KNM Group Berhad

(Incorporated in Malaysia)
(Company No: 521348-H)

FORM OF PROXY

(FULL NAME IN BLOCK LETTERS)

of

(FULL ADDRESS IN BLOCK LETTERS)
being a member/members of KNM GROUP BERHAD, hereby appoint

(FULL NAME IN BLOCK LETTERS)
of

(FULL ADDRESS IN BLOCK LETTERS)

or failing him/her

(FULL NAME IN BLOCK LETTERS)

of

(FULL ADDRESS IN BLOCK LETTERS)

or failing him, the Chairman of the meeting, as my / our proxy to attend and to vote for me / us on my / our behalf at the
6th Annual General Meeting of the Company to be held at Unity Room, Lower Ground Level, Palace of the Golden Horses,
MINES Resort City, Jalan Kuda Emas, 43300 Seri Kembangan, Selangor Darul Ehsan, Malaysia on Tuesday, 17th June 2008
at 10.00 a.m. or at any adjournment thereof.

Resolutions Resolution on Proxy Form For Against
1. Adoption of Audited Financial Statements and Reports
for the year ended 31 December 2007 Resolution No. 1
2. Approval of Directors’ fees Resolution No. 2
3. Re-election of Mr Ng Boon Su as Director Resolution No. 3
4. Re-election of YBhg. Dato’ Mohamad Idris Bin Mansor as Director Resolution No. 4
5. Re-election of Mr Lim Yu Tey as Director Resolution No. 5
6. Re-election of Madam Gan Siew Liat as Director Resolution No. 6
7. Re-appointment of Auditors Resolution No. 7
8. Authority to Directors to allot and issue shares Resolution No. 8
9. | Proposed Renewal of Shareholders’ Mandate for
Recurrent Related Party Transactions of a Revenue Nature Resolution No. 9
10. | Proposed Renewal of Share Buy Back Authority Resolution No.10
*  Please indicate with an “x” or “y” in the space provided on how you wish your vote to be cast on the Resolutions
specified in the Notice of Annual General Meeting. If you do not do so, the proxy/proxies will vote or abstain from voting
on the resolutions as he/she may deem fit.
Signature of Shareholder(s) or Common Seal Number of Shares Held CDS Account No.
Dated this day of 2008
Notes:

1. A proxy may but need not be a member of the Company and the provision of Section 149(1)(b) of the Act shall not apply to the Company.

2. This instrument duly completed must be deposited at the Registered Office of the Company at 15 Jalan Dagang SB4/1, Taman Sungei Besi Indah, 43300
Seri Kembangan, Selangor Darul Ehsan, Malaysia, not less than 48 hours before the time for holding the meeting.

3. The instrument appointing a proxy or proxies shall be in writing under the hand of the appointor or his/her attorney duly authorized in writing or if such
appointee is a corporation under its Seal or the hand of its attorney.

4. Where a member appoints more than 1 proxy, the appointments shall be invalid unless he/she specifies the proportion of his/her shareholding to be
represented by each proxy.




STAMP

The Company Secretary

KNM Group Berhad (521348-H)
15, Jalan Dagang SB4/1

Taman Sungai Besi Indah

43300 Seri Kembangan

Selangor Darul Ehsan

Malaysia



AUSTRALIA

KNM Pty Ltd

17, Casella Place, Kewdale 6105,
WA Australia

Tel: +61.0.8.9352.2333

Fax: +61.0.8.9353.2477
heaknm@heaknm.com.au

it

AUSTRALIA

HEA Australia Pty Ltd

17, Casella Place, Kewdale 6105,
WA Australia

Tel: +61.0.8.9352.2333

Fax: +61.0.8.9353.2477
heaknm@heaknm.com.au

AUSTRALIA

W.E. Smith Engineering Pty Ltd
Hamilton Drive,

Boambee via Coffs Harbour,
N.S.W. 2450, Australia

Tel: +61.2.6650.8888

Fax: +61.2.6658.3499
wesknm@wesknm.com.au

BRAZIL
KNM Sistemas de

Processamento do Brazil Ltda

Av, Nossa Sra.Dos.Navegantes,
n® 451/sala 1401, Ed Petro Tower,
Enseada do Sua CEP: 29050-420,
Vitéria, Espirito Santo, Brasil

Tel / Fax: +55.27.2123.0086
Mobile: +55.27.8133.3456
knmbr@knm-group.com

CANADA

KNM Process Equipment Inc.
6204-46 Ave

Tofield

AB TOB 4J0

Canada

Tel: +1.780.662.3181

Fax: +1.780.662.3184
info@knmcorp.com

CHINA

KNM Special Process Equipment
(Changshu) Co.Ltd

Xinghua Gangqu, Changshu City,
Jiangsu Province,

People’s Republic of China 215513
Tel: +86.512.5229.1888

Fax: +86.512.5229.1878
changshuknm@knm-changshu.com.cn

INDIA

KNM Engineering Services Private Limited
Yasho Complex, 2nd floor,

No16 (Old No A-15)

1st Cross, Thillai Nagar, Trichirappalli

620 018, Tamil Nadu, India

Tel: +91.431.275.0936

Fax: +91.431.402.3653
kes@knm-group.com

INDONESIA

PT Heat Exchangers Indonesia
Jalan Bawal, Batu Merah,

Pulau Batam, 29432, Indonesia
Tel: +62.778.411.572

Fax: +62.778.411.582
hei@heibatam.com

ITALY

FBM Hudson Italiana S.p.A.

Via Valtrighe 5 - 24030 Terno d’Isola (BG), Italy
Tel: +39.035.4941.111

Fax: +39.035.4941.341

info@fbmhudson.com

ITALY

FBM Icoss s.r.l.

Via Valtrighe 5 - 24030 Terno d’Isola (BG), Italy
Tel: +39.035.4941.111

Fax: +39.035.4941.341

info@fbmhudson.com

KNM Group Berhad

(521348-H)

15 Jalan Dagang SB4/1
Taman Sungai Besi Indah
43300 Seri Kembangan
Selangor Darul Ehsan

Malaysia

Tel : +603.8946.3000

Fax : +603.8943.4781

Email : knm@knm-group.com

Website : www.knm-group.com

MALAYSIA

KNM Process Systems Sdn Bhd
15 Jalan Dagang SB4/1,

Taman Sungai Besi Indah,

43300 Seri Kembangan,
Selangor, Darul Ehsan, Malaysia
Tel: +603.8946.3000

Fax: +603.8943.4781
knm@knm-group.com

SAUDI ARABIA

KNM Saudi Ltd

PO Box 12

31952 Al-Khobar

Kingdom of Saudi Arabia
Tel: +966.3.887.5324

Fax: +966.3.887.5321
knmsaudi@knm-group.com

2 KM

UNITED ARAB EMIRATES
FBM-KNM FZCO

Plot 47-R-1, Jebel Ali Free Zone,
Jebel Ali, Dubai,

United Arab Emirates

Tel: +97.1.4.883.5681

Fax: +97.1.883.5860
knm-me@knm-group.com

‘AE'\TECHNOLOGY & ENGINEERING

UNITED STATES OF AMERICA
KPS Technology & Engineering LLC
8500 W110t Street, Suite 400

Overland Park,

KS 66210 USA

Tel: +1.913.913.433.2240

Fax: +1.913.913.433.2242
info@kps-engr.com






