MLABS SYSTEMS BERHAD

(Company No. 653227-V)

EXPLANATORY NOTES TO QUARTERLY FINANCIAL STATEMENTS

FOR THE QUARTER ENDED 31 DECEMBER 2009

PART A: REQUIREMENTS PERSUANT TO FINANCIAL REPORTING STANDARD 134 

(“FRS134”) – INTERIM FINANCIAL REPORTING

1.
Basis of preparation

The interim financial report has been prepared in accordance with requirements of Financial Reporting Standards (“FRS”) 1342004: “Interim Financial Reporting” and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”), and should be read in conjunction with the Annual Audited Report for the financial year ended 31 December 2008.


The same accounting policies and methods of computation are followed in the interim financial report as compared with the annual audited financial statements for the financial year ended 31 December 2008.

The accounting policies and methods of computation adopted by the Group in the quarterly financial report are consistent with those adopted in the audited financial statements of the Group for the financial year ended 31 December 2008 except for the adoption of the revised Financial Reporting Standards (FRSs) and new Interpretations effective for financial periods beginning on or after 1 January 2009:
	Standard/Interpretation

	FRS 4  Insurance Contracts

	FRS 7  Financial Instruments: Disclosures

	FRS 8  Operating Segments

	FRS 139  Financial Instruments: Recognition and Measurement

	IC Interpretation 9  Reassessment of Embedded Derivatives

	IC Interpretation 10  Interim Financial Reporting and Impairment


FRS 4 and the IC Interpretations 9 listed above are not applicable to the Group. By virtue of the exemption given by FRS 139, the adoption of all FRSs and IC Interpretations mentioned above does not have significant financial impact to the Group.
2.
Auditors’ report on preceding annual financial statements


The auditors’ report on the financial statements for the financial year ended 31 December 2008 was not subject to any qualification.

3.
Seasonal or cyclical factors of interim operation


The Group’s operations were not materially affected by any seasonal and cyclical factors.

4.
Unusual items affecting assets, liabilities, equity, net income or cash flows


There were no items affecting assets, liabilities, equity, net income, or cash flows that are unusual because their nature, size or incidence.

5.
Material changes in estimates


There were no material changes in estimates of amounts reported in the prior financial period which may have a material effect on the current quarter under review.

6.
Issuance and repayment of debt and equity securities


There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the quarter under review.

7.
Dividends


No dividend was declared or paid during the current quarter ended 31 December 2009.

8.
Segmental Information

Segmental information is presented in respect of the Group’s business and geographical segments. The primary format of business segments, are based on the Group’s management and internal reporting structure.

Business segments

The Group is principally engaged in the business of research and development in multimedia video conferencing systems as well as assembling and trading of multimedia video conferencing systems and equipment. Business segment information has therefore not been prepared as the Group’s revenue, operating profit, assets employed, capital expenditure, depreciation and amortisation and non cash expenses are mainly confined to one business segment.

Geographical segments

The business segment is managed in one principal location namely Malaysia. In presenting information on the basis of geographical segments, segmental information on assets is not presented, as all assets are located in Malaysia. Segmental revenue is presented based on the geographical location of customers. 

The geographical segmental information on the Group is as follows:-

	
	Individual Quarter
	Cumulative Quarter

	
	Current year quarter ended      31 December 2009
RM ‘000
	Preceding year corresponding quarter ended 31December 2008
RM’000
	Current year to date ended       31 December 2009  

RM’000
	Preceding year corresponding period ended   31 December 2008
RM’000

	 
	 
	 
	 
	 

	Revenue
	 
	
	 
	 

	Malaysia
	849
	 130
	2,023
	965

	Outside Malaysia 
	0
	131
	846
	443

	Total
	849
	261
	2,869
	1,408


9.
Valuation of property, plant and equipment


Property, plant and equipment are stated at cost less accumulated depreciation and impairment losses, if any.

10.
Material events subsequent to the end of the quarter


There were no other material events subsequent to the current financial quarter ended 31 December 2009 except for the following announcement to Bursa Malaysia:


MLABS had on 14 September 2009 entered into a Memorandum of Agreement (“Memorandum”) with Next Gen Biosciences Sdn. Bhd. (Company No: 788744-A) (“Next Gen”) and Grand Inizio Sdn. Bhd. (Company No: 721479-P) (“Grand Inizio”) (collectively, MLABS, Next Gen and Grand Inizio are referred to herein as the “Parties”).


Next Gen is involved in the business of renewable bioenergy sources and wishes to build a plant for the production and processing of bioethanol capable of production capacity of 100,000 metric tonnes per annum while Grand Inizio is a technology provider specializing in biofuels, the likes of biodiesel, bioethanol and oleochemical products.

The Parties under the Memorandum agree to work and cooperate with each other to inter alia, build the abovesaid bioethanol processing and production plant, and cultivate suitable crops to provide supply to the plant.


The said Memorandum will take effect from the date of the Memorandum and shall be automatically terminated upon the due execution of a definitive joint venture or collaboration agreement between the Parties.

The company has on 12 November 2009 acquired 10 ordinary shares of RM1.00 each, representing the entire issued and paid-up capital of Next Gen for a total consideration of RM10.00.  The acquisition is not expected to have any effect on the issued and paid-up share capital and substantial shareholding of Mlab, and no material financial effect on the net assets and earnings of Mlab Group.


The company has on 15 December 2009 announced that there was no material development on the MOA.


As of the date of this announcement, there is no material development on the matter.
11.
Changes in the composition of the Group

There were no changes in the composition of the Group during the financial quarter ended 31 December 2009.

12.
Contingent liabilities or contingent assets


There were no contingent liabilities or assets for the Group as at 31 December 2009.


As at 5 Feb 2010, (being the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly financial statements), no material contingent assets or liabilities have arisen since the end of the financial period.

13.
Capital Commitments


There were no capital commitments for the Group as at 31 December 2009.                                                                                                

14.
Significant related party transactions


The Directors of MLABS are of the opinion that there is no related party transactions to-date which would have material impact on the financial position and the business of the Group during the current financial quarter and period ended 31 December 2009.

PART B: REQUIREMENTS PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD FOR THE ACE MARKET

1.
Review of the performance of the group

             During the quarter under review, the Group recorded a loss after taxation (“LAT”) of RM0.14 million at the back of revenue of approximately RM0.85 million. This represents an improvement of 225.29% in terms of revenue as compared to RM0.26 million that achieved in the preceding year corresponding quarter. The LAT of RM0.14 million incurred in current quarter represents a decrease of 197.06% as compared to the LAT of RM4.802 million incurred in preceding year corresponding quarter. The improvement in loss was mainly due to costs restrained for selling and distribution.
2.
Variation of results against preceding quarter

	

	Current Quarter ended

31 December 2009 
(unaudited)
	Preceding Quarter ended

31 September 2009 
(unaudited)
	%

change

	
	RM'000
	RM'000
	

	Revenue
	849
	829
	2.41

	Profit/(Loss) before tax
 PBT/(“LBT”)
	(141)
	(60)
	N/A


The Group’s revenue for the current quarter of RM0.85 million represents an increase of approximately RM0.02 million or 2.41% as compared to the revenue of RM0.83 million achieved for the preceding quarter. 
The Group’s LBT for current quarter of 0.14 million represents an increase of approximately RM0.08 million as compared to the LBT of approximately RM0.06 million incurred in the preceding quarter. The increase is mainly due to higher cost of sales.
3.
Business prospects

The Group remains positive over the prospect of video conferencing business. The management is continuously intensifying its effort to work with its business partners to penetrate into government agencies and business conglomerates locally and internationally. Currently, most of the resellers in Middle East, Africa, India and South East Asia have developed successful business network in their respective countries. 
Barring any unforeseen circumstances, the Board of MLABS anticipates a challenging year ahead as at the financial year ending 31 December 2010. 

4.
Variance of actual profit from forecast profit


Not applicable as no forecast was published.

5.
Taxation 

             For the financial period ended 31 December 2009, there is no tax liability to be expected. 
The wholly-owned subsidiary, Multimedia Research Lab Sdn Bhd where its tax exemption period as a Multimedia Super Corridor status company was expired as at 24 January 2009.

6.
Purchase or disposal of unquoted investments and/or properties

There was no purchase or disposal of unquoted investment and properties during the current quarter under review.                                                                                                         
7.
Purchase or disposal of quoted securities

The Group did not purchase or dispose any quoted securities during the financial period under review.

8.
Status of corporate proposals and utilization of proceeds

             (i) Status of Corporate Proposal


B8.i.a
Proposed Renounceable Rights Issue of 51,478,500 New Ordinary Shares of RM0.10 each in Mlabs (“Rights Shares”) together with 77,217,750 free detachable new warrants (“Warrants”) on the basis of two (2) rights shares together with three (3) warrants for every four (4) existing ordinary shares of RM0.10 each in Mlabs (“Mlabs Shares” or “Shares”) held on an entitlement date to be determined later (“Proposed Rights Issue”)

On 18 January 2010, the Company proposes to undertake the Proposed Right Issue.

On 3 February 2010, the Company announced that the application to Controller of Foreign Exchange (Bank Negara Malaysia) for the issuance of Warrants to non-resident shareholders pursuant to the Proposed Rights Issue has been submitted on 3 February 2010.

(ii) Status of Utilisation of proceeds 

The Group has fully utilised its proceeds raised from the Group’s Initial Public Offering (“IPO”) during the financial year ended 31 December 2008
9.
Group borrowings and debts securities


As at the end of the current quarter under review, the Group did not have any borrowings and debts securities.

10.
Off balance sheet financial instruments.


There were no off balance sheet financial instrument as at 5 Feb 2010 (being the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly financial statements).

11.
Material litigation

Save as disclosed below, as at 5 Feb 2010 (being the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly financial statements), the Group is not engaged in any material litigation, claims or arbitration either as plaintiff or defendant, and the Board is not aware of any proceedings pending or threatened against the Mlabs Group or of any facts likely to give rise to any proceedings which may materially and adversely affect the financial position or business operations of the Group:


(a)
Multimedia Research Lab Sdn Bhd (“MSB”), a wholly owned subsidiary company of Mlabs filed a summons and statement of claim on 6 February 2004 against Paneagle Holdings Bhd claiming for the sum of RM210,000 being the balance payment for the supply and installation of software, RM39,498.90 being interest chargeable until 31 January 2004, interest at two (2) % per month on RM210,000 from 1 February 2004 until the date of judgement, interest at eight (8) % per annum on the judgement sum from the date of judgement until full settlement and costs. On 7 May 2004, MSB filed an application for summary judgement. On 28 October 2005, the court held that there were triable issues and the application for summary of judgement was dismissed with costs.

The solicitors representing MSB in the above case is of the opinion that MSB stands a good chance succeeding in the claim. The case had proceeded to pre-trial case management and was fixed for mention on 27 January 2006 and had been postponed to 7 April 2006. The case was later adjourned to 9 June 2006 and further adjourned to 28 July 2006, then further adjourned to 22 September 2006. The first hearing date was fixed on 6 February 2007 which was postponed to 16 February 2007. On 16 February 2007, it was postponed to 12 June 2007 and then postponed to 14 August 2007. On 14 August 2007, it was postponed to 12 November 2007. On 12 November 2007, the matter was postponed to 5 March 2008, then postponed to 12 June 2008. On 12 June 2008, the first continuous hearing was fixed on 14 August 2008. Then another continuous hearing date was fixed on 13 November 2008 and further postponed to 19 February 2009. On 19 February 2009, a continued hearing was fixed at 26 February 2009. The matter was fixed for submission on 9 April 2009. On 9 April 2009, the matter was fixed for decision on 28 April 2009. However, the matter was adjourned to 12 May 2009. On 12 May 2009, the court had allowed the claim by MSB and dismissed defendant’s counter claim with cost. The defendant had filed their appeal on 19 May 2009 against the decision. The case came up for case management on 5 August 2009 and was fixed for 10 December 2009 for further case management. On 10 December 2009 the matter was fixed for further case management on 1 April 2010 pending the filing of submissions. 
(b)
MSB filed a summons and statement of claim on 14 July 2006 against The Star Publication (M) Sdn Bhd (‘The Star”) over an article dated 23 August 2005 which appeared in the Publication on 23 August 2005 criticising the technology behind the Company. The solicitor in charge is of the opinion that MSB has an arguable chance of succeeding this case. However, it would be difficult to state the probable award as it would depend on how the court assesses the damage done. Mlabs had filed the reply to the statement of defence and is now still awaiting instruction from the court in regards to the case management. The solicitors representing MSB is currently in the progress of withdrawing the claim against the second Defendant. The case was fixed for hearing on 5 August 2009 and further fixed on 12 October 2009 for case management. The case was adjourned to 14 December 2009 for further case management. On 14 December 2009, the matter now is fixed for further case management on 23.2.2010.

(c)
MSB filed a summons and statement of claim on 14 September 2006 against MIMOS Berhad for breach of contract arising from the suspension of the Company’s domain name resulting in interruption to domain access. The claim involves a new but growing area of law in this country. Mlabs’ solicitor is of the opinion that the Company has a good chance of succeeding but the question of damages would depend on the court by referring to the actual losses incurred as a result of wrongful suspension of the domain name. After going through the statement of defence, Mlabs is currently applying to amend the Writ of Summons and Statement of Claim to alter the name of the plaintiff and is awaiting the application to be heard by the court. To date, the relevant documents are being compiled with the agreed and disagreed bundle of documents for filing in court. The case was fixed for mention on 14 July 2009 to fix a hearing date and further fixed for mention on 23 September 2009 to file a statement of agreed facts & issues to be tried in accordance with new procedure. The case was fixed for case management on 26 November 2009. On 26 November 2009, the matter was fixed for case management on 2 February 2010 for documents to be filed. On 2 February 2010, the matter is now fixed for case management on 5 March 2010 pending filing of further documents.

12.
Dividends


No dividend has been declared or paid during the current quarter under review.

13.
Earnings per share


The basic earnings per share is computed by dividing the Group’s net (loss)/profit attributable to members of the Group with the weighted average number of ordinary shares in issue as follows:

	
	3 months period ended
	12 months period ended

	
	31/12/2009
	31/12/2008
	31/12/2009
	31/12/2008

	
	
	
	
	

	Net profit/(loss) attributable to the members of the Group (RM'000)
	(141)
	(4,802)
	(791)
	(6,882)

	
	
	
	
	

	Weighted average number of shares in issue ('000)
	102,957
	102, 957
	102,957
	102,957

	
	
	
	
	

	Earnings/(Loss) per share (sen)
	(0.14)
	(4.66)
	(0.77)
	(6.68)
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