DISCCOMP BERHAD

Company No.55420-P

(Incorporated in Malaysia)

INTERIM FINANCIAL REPORT FOR THE FOURTH QUARTER

ENDED 31 DECEMBER 2003

B.
Additional information required by the Listing Requirements of Malaysia Securities Exchange Berhad (“MSEB”) for the MESDAQ Market

B1
Review of performance

	
	3 months ended
	12 months ended

	
	31/12/03
	
	31/12/02
	
	31/12/03
	
	31/12/02

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

	
	
	
	
	
	
	
	

	Turnover
	9,631
	
	9,301
	
	33,013
	
	35,201

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Profit/(loss) before tax
	157
	
	37
	
	(1,166)
	
	466


The Group’s turnover for the three months ended 31 December 2003 registered a positive growth of 3.6% compared to the corresponding period ended 31 December 2002.  This is mainly due to the increase in sales of compatible ink-cartridges and remanufactured ink-jet cartridges/ toners, which had been offset by the decrease in turnover from the sales of diskettes and compact disc. However, the Group’s turnover for the financial year ended 31 December 2003 decreased by 6.2% as compared to the corresponding financial year ended 31 December 2002. This was largely due to the decline in the demand for the Group’s core products of diskettes and compact discs. The former was a result of diminishing demand from its export markets while the latter was due to the continuing adverse effect of the rampant piracy hitting the market.

The Group’s profit before tax of RM157,000 for the fourth quarter ended 31 December 2003 was an improvement of 324% over the corresponding profit before tax of RM37,000 for the fourth quarter ended 31 December 2002. The improvement was contributed by the increase in sales from the compatible ink-cartridges and remanufactured ink-jet cartridges/toners division as stated above and also from the increase in retail turnover from the opening of new outlets.

Despite the increase in profit before tax in the fourth quarter ended 31 December 2004, the Group had recorded a loss before tax of RM1,166,000 for the financial year ended 31 December 2003.  This is unfavourable when compared against the profit before tax of RM466,000 for the corresponding financial year ended 31 December 2002.  The loss before tax was mainly due to the poor performance of diskettes and compact disc division which was unable to be offset by the good performance of compatible ink-cartridges and remanufactured ink-jet cartridges/toners division and new outlets opened.

B2
Variation of results against preceding quarter

	
	
	   3 months ended

	
	31/12/03
	
	30/09/03

	
	RM’000
	
	RM’000

	
	
	
	

	Profit/(loss) before tax
	157
	
	(329)


During the quarter under review, the Group benefited largely from the positive contribution from the increase in sales of compatible ink-cartridges and remanufactured ink-jet cartridges/ toners and increase in retail/trading activities from the opening of its new outlets, resulting in profit before tax of RM157,000 as compared to the loss before tax of RM329,000 for the preceding quarter ended 30 September 2003.

B3
Current year prospects

The general improvements in the current domestic and global economy have boosted the Group’s confidence to perform better for the year 2004. With the increase in demand of compatible and remanufactured ink cartridges and coupled with the opening of more retail outlets and barring any unforeseen circumstances, the management of Disccomp is of the opinion that the prospects of Disccomp Group for the year 2004 will be favourable.  

B4
Profit forecast and profit guarantee

The Group did not announce any profit forecast or profit guarantee during the financial quarter.

B5
Taxation

	
	3 months ended
	12 months ended

	
	31/12/03
	
	31/12/02
	
	31/12/03
	
	31/12/02

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

	Provision for the period
	
	
	
	
	
	
	

	-based on financial year-to-
	
	
	
	
	
	
	

	  date profit
	187
	
	98
	
	584
	
	1,008

	-under/(over) provision in 
	
	
	
	
	
	
	

	  prior year
	-
	
	14
	
	19
	
	9

	-deferred taxation
	(183)
	
	119
	
	985
	
	200

	
	
	
	
	
	
	
	

	
	4
	
	231
	
	1,588
	
	1,217


The Group’s effective tax rate is higher than the statutory tax rate as the tax charge relates to tax on profits of certain subsidiaries which cannot be set-off against losses of other subsidiaries for tax purposes as group relief is not available.  Furthermore, there was additional provision made for deferred taxation. 
B6
Unquoted investment and properties

There was no material disposal of unquoted investments and properties for the current quarter and financial year-to-date.

B7
Quoted securities

(a)
There were no purchases or disposals of quoted securities during the current quarter and financial year to-date.

(b)
There were no investments in quoted securities as at 31 December 2003.

B8
Status of corporate proposals

(a)
For the current financial year to date, there was no other corporate proposals announced as at the date of this announcement save for the following: -

(i)
The proposed revision in the utilisation of proceeds amounting RM8 million raised in conjunction with the Company initial public offering (“IPO Proceeds”) of 16 million ordinary shares of RM0.50 each at par, which was approved by Kuala Lumpur Stock Exchange (“KLSE”) (now known as MSEB) on 31 March 2003 (“Utilisation Revision”).

(ii) Shareholders’ ratification and proposed shareholders’ mandate for recurrent related party transactions of revenue of trading nature in the ordinary course of business that are necessary for the day-to-day operations of the Disccomp Group, which was approved by KLSE (now known as MSEB) on 12 May 2003.

(iii) Shareholders’ ratification for transactions involving provision of financial assistance to related parties, which was approved by KLSE (now known as MSEB) on 12 May 2003.

The ordinary resolutions pertaining to the above proposal (i) and (ii), as set out in the Notice of Extraordinary General Meeting (“EGM”) issued by Disccomp on 26 May 2003, were passed by the shareholders of Disccomp at an EGM held on 19 June 2003.

The ordinary resolutions pertaining to the above proposal (iii), as set out in the Notice of EGM issued by Disccomp on 21 October 2003, were passed by the shareholders of Disccomp at an EGM held on 5 November 2003.

(b) 
Save for the RM8 million raised from the Company’s IPO, the Company did not undertake any other fund raising corporate exercise.

To date the Company has utilised RM4.2 million from IPO Proceeds for the expansion of retail outlets, defray listing expenses, purchase of equipment and working capital purposes. 

The Company had previously intended to utilise part of the IPO Proceeds to set up new retail outlets. The new retail outlets are located at Subang IT Centre and Jusco Johor Bahru, both of which had commenced operations by the end of 2003.

The Company had, on 31 March 2003, announced that in consideration for the approval from KLSE (now known as MSEB) for the Utilisation Revision, KLSE (now known as MSEB) had imposed, inter alia, a condition the Company is required to identify a new viable project(s)/business(es) in line with its core business, which would be funded by part of the IPO Proceeds amounting to RM3.8 million, within six months from the date of approval being granted and to inform KLSE (now known as MSEB) of the same accordingly (“Condition”).

Further to the said announcement, the Company had, on 2 October 2003, announced that the Company has obtained the approval from KLSE (now known as MSEB) for an extension of time of 6 months up to 31 March 2004 to comply with the said Condition.

As announced earlier on 16 February 2004, the Court of Appeal had disallowed Disccomp's appeal for application for stay or conditional stay of execution of the judgment handed down by the Kuala Lumpur High Court on 28 July 2003 (“Judgment”).  As a result of the dismissal appeal being disallowed, Disccomp will have to proceed to pay for the damages which is estimated to be approximately RM8,300,000 (excluding costs relating to the civil suit) as at 16 February 2004, being the date on which the dismissal appeal was disallowed ("Damages").

As the amount of Damages to be paid by Disccomp is quite significant, Disccomp proposes to utilise the IPO Proceeds amounting to RM3,800,000 which had been raised in conjunction with the Company's initial public offering of shares as part payment of the Damages ("Proposed Revision").  The remaining amount of the Damages which is not funded by the aforesaid RM3,800,000 will be funded by other methods which have yet to be determined by the Company at this juncture.


However, based on the advice of the legal opinion, the Board of Directors believe that Disccomp has reasonable prospect of succeeding in the appeal against the Judgment.

Disccomp had submitted the application in relation to the Proposed Revision to MSEB on 20 February 2004 for their consideration and approval. The approval of MSEB is still pending at this juncture.

B9
Borrowings and debt securities

	
	31/12/03

	Short Term
	RM’000

	
	

	Bank overdrafts (unsecured)
	51

	Bills payable (unsecured)
	2,814

	
	

	
	2,865


B10
Off balance sheet financial instruments

During the financial year to-date, the Group did not enter into any contracts involving off balance sheet financial instruments.

B11
Material litigation

There were no other material litigation involving the Group as at the date of this announcement except for the following: -

(a)
The Group is acting as plaintiff for the recovery of trade debts during the ordinary course of business. 

(b) In Civil Suit No.S4-23-27-1997 filed on 10 January 1997, Optical Disc Technology Sdn Bhd (“ODT”), a subsidiary of Disccomp, sued Disccomp for RM5,267,282.45 for allegedly causing fire to spread to ODT’s premises resulting in damage to its machinery and equipment. As a term of the payment by the insurance company, ODT is required to institute legal action against Disccomp for the recovery of damages. Disccomp has filed a defence, through its solicitors, against the claim made by ODT on 15 September 1997. At the Court hearing fixed on 28 July 2003, the Kuala Lumpur High Court (“Court”) has held that Disccomp is liable to ODT for the loss sustained as result of the fire (“Judgment”), which was announced on 29 July 2003.

A Notice of Appeal against the decision of the Court has been filed on 30 July 2003 and Disccomp has in the meantime also requested from the Court of Appeal for an early date of hearing in respect of the earlier appeal against the Judgment. Further, Disccomp has also vide its solicitors make an application on 30 July 2003 for stay or conditional stay of execution proceedings against Disccomp, pending the said appeal. 

On 17 November 2003, the High Court had also dismissed Disccomp's application for stay or conditional stay of execution of the Judgment (“Dismissal”).  On the same day, the Company filed an application in the Court of Appeal to appeal against the Dismissal (“Dismissal Appeal”).  

At the hearing fixed on 20 November 2003, the High Court had granted Disccomp an interim stay of execution of the Judgment, pending the outcome of Disccomp's appeal to the Court of Appeal on the Dismissal Appeal or conditional stay of execution of the said Judgment.  However, the Court of Appeal had, on 16 February 2004 disallowed the Dismissal Appeal.  Disccomp had immediately instructed its solicitors to file a restraining injunction against any winding-up proceedings against the Company.  

Based on the advice of the legal opinion, the Board of Directors believe that Disccomp has reasonable prospect of succeeding in the Judgment Appeal.  However, the Company is also exploring other means of settlement so as to manage the risk of the litigation.

B12
Dividends

A first and final tax exempt dividend of 0.50 sen per share amounting to RM242,500 in respect of the financial year ended 31 December 2002 was approved by Disccomp shareholders at the Annual General Meeting held on 19 June 2003 and was paid on 3 September 2003.

The entitlement date was fixed on 8 August 2003 and a Depositor shall qualify for entitlement only in respect of:

(a) Shares transferred into the Depositor’s Securities Account before 4.00 p.m. on 8 August 2003 in respect of ordinary transfers;

(b) Shares bought on MSEB on a cum entitlement basis according to the Rules of MSEB.

B13
Earnings per share


Basic earnings per share

The calculation of basic earnings per share for the quarter ended 31 December 2003 is based on the net profit attributable to ordinary shareholders of RM310,000 and the number of ordinary shares outstanding during the quarter ended 31 December 2003 of 48,500,000.


Weighted average number of ordinary shares

	
	
	
	‘000

	Issued ordinary shares at beginning of the period
	
	
	48,500

	Effect of shares issued during the period
	
	
	-

	
	
	
	

	Weighted average number of ordinary shares
	
	
	48,500


BY ORDER OF THE BOARD

LIM LOONG HENG

MANAGING DIRECTOR

Date: 27 February 2004

