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	AUDITED

Year Ended 31 December
	UNAUDITED

	Turnover

EBITDA

Pre-Tax profit/(loss)
Net Profit/(Loss)
	2001
RM’000
	2002
RM’000
	2003
RM’000
	2004
RM’000
	June 2005
RM’000

	
	28,677

865

432

432
	18,738

548

28

5
	27,568
(3,508)
(4,078)

(4,089)

	14,809
3,339

2,866

2,863
	2,533
(128)
(206)
(206)


Turnover

The turnover of the Group for the first six (6) months for financial period ended 30 June 2005 was recorded at RM2.5 million and the net loss at RM206,000.00.  The revenue is lower due to shortage of stocks in the market and also rapid price erosion of wireless products, which is insufficient to cover the overhead costs.  However, the profit margin is higher compared to previous years because of the successful transition of the company from largely lower margin hardware based products to higher value add wireless equipment, services and Mobilette™ – an in-house developed Next Generation Access Control and Management System.  
Loss After Taxation

The Group recorded a loss of RM206,000.00 in the quarter ended 30 June 2005 compared to a profit of approximately RM2.8 million in fiscal year 2004.  As noted above, the loss was contributed by the lower revenue generated for the quarter ended 30 June 2005, which is insufficient to cover the overhead costs.  The Company experienced lower revenue as the Company changed from hardware based products to wireless equipment, which has a slow adoption rate by the market, but experiencing rapid price erosion.
Utilisation of Proceeds

As at 30 June 2005, Palette had fully utilised the proceeds raised from its Initial Public Offering (“IPO”) and the proceeds raised from Private Placement.
The utilisation of proceeds as at 30 June 2005 was as follows:-

	Approved Usage of the Public Issue
	Note
	Proposed Utilisation


	Actual

Utilisation


	(Over)/Under

Utilisation

	
	
	RM’000
	RM’000
	RM’000
	%

	Research & Development (“R&D”)
Working Capital

- Opening of sales

  offices in Johor 

  Bahru & Kuantan

- Opening of sales

  office in Indonesia

- Opening of sales

  office in Thailand

- Working capital for

  higher sales

Estimated listing

Expenses


	(i)

(ii)

(iii)

(iv)

(v)

(vi)


	1,500

200

2,500

2,500

750

1,350


	1,601

200

2,500

2,500
750
1,529


	(101)

-

-

-
-
(179)


	(6.7)

-

-

-
-

(13.3)



	
	
	8,800
	9,080
	(280)
	

	
	
	
	
	
	

	Working Capital raised from Private Placement
	(vii)
	4,752
	4,752
	-
	-


Notes:

(i)
The allocation of proceeds has been fully utilised.  Additional internal funds were used to subsidize the higher cost against the budgeted cost in acquiring software licensing for the R&D products as reported earlier.

(ii)
The allocation of proceeds has been fully utilised. 

(iii)
The allocation of proceeds has been fully utilised. 

(iv)
The operating expenses incurred were charges to the sales and marketing expenses and business related to Thailand. 
(v)
The allocation of proceeds has been fully utilised.
(vi)
The allocation of proceeds has been fully utilised.  Additional internal funds were used to subsidize the higher cost of advertisement and promotion abroad to promote Palette during the IPO as reported earlier.
(vii)
RM4.752 million raised from private placement is fully utilised as working capital in year 2004.

Recent Developments

The Group has made a breakthrough in the design, deployment and management of Yellowspots technology wireless e-lifestyle township, schools, Government departments, Universities/colleges, and enterprises.  Some of the successful contracts include an e-lifestyle township of MK Land, Damansara Perdana where the town is equipped with Yellowspots wireless technology. The Group has started its recurring revenue from broadband and related value added services. In addition to the provision of the broadband access to homes, businesses and public areas in the township, the Group works with Voice Over Internet Protocol (“VoIP”) partners to provide true VoIP as well as Voice over Wi-Fi to businesses and residents in that area.  The Group also aggregates multimedia contents to the customers.  The Group has also deployed over 100 schools with Yellowspots wireless technology with Intel in Malaysia.
The Group has also recorded an increase of outdoor wireless equipment sales mainly to Singapore, Indonesia, India and the Middle East countries for current financial year 2005.  Some of the large customers include Internet Service Providers (“ISPs”), plantations, and Government buildings.  The revenue from design, deployment and maintenance service of the wireless network has contributed to higher profit margin.

Future Prospects

The Board of Directors of the Company is of the opinion that the prospect of the Group is expected to be favourable for the Year 2005 in view of the good economy, increasing demand for its wireless equipments and the strength of its in-house developed wireless solutions.  
The Group is working on increasing the product portfolio through distribution arrangement with additional wireless equipment vendors from the United States.  These partnerships will enable Palette to develop additional wireless solution to be rolled out over the next few quarters.
The Group is partnering with Proxim Corporation and Intel to be at the forefront of the rollout of WiMAX outdoor wireless technology. This new generation technology will enable the very quick deployment of wide area broadband wireless technologies making it very appropriate for deployment in countries in the South Asia region.
The services business is expected to grow as the installed base continues to grow. Palette is the only distributor worldwide for Proxim Corporation which does certification of complete wireless indoor, outdoor and access control course for networking professional engineers. This jointly developed Palette-Proxim wireless course has also been licensed to some universities and colleges in the region.

The Group expects to see continuous growth of wireless adoption in the ASEAN region, the Indian continent and the Middle East countries over the next few quarters. 
In additions to the above, Palette expects to generate additional revenue from the intended operations of the VoIP networks and its related deployment of products and services, with the award of the Application Service Provider Class License by the Malaysian Communications and Multimedia Commission on 22 June 2005.  
