MLABS SYSTEMS BERHAD

(Company No. 653227-V)

(Incorporated in Malaysia)

EXPLANATORY NOTES TO QUARTERLY FINANCIAL STATEMENTS

FOR THE QUARTER ENDED 30 JUNE 2012


PART A: REQUIREMENTS PERSUANT TO FINANCIAL REPORTING STANDARD 134 

(“FRS134”) – INTERIM FINANCIAL REPORTING

A1.
BASIS OF PREPARATION

This interim financial report is unaudited and has been prepared in accordance with MFRS 134 and the applicable disclosure provisions of the Listing Requirements of the Bursa Malaysia Securities Berhad. This interim financial report also complies with IAS 34: Interim Financial Reporting issued by the International Accounting Standards Board (“IASB”). For the periods up to and including the period ended 31 December 2011, the Group prepared its financial statements in accordance with the Financial Reporting Standards (FRSs”).

This interim financial report is the Group’s first MFRS compliant interim financial report and hence MFRS 1: First-Time Adoption of Malaysia Financial Reporting Standards (“MFRS 1) has been applied. 

The adoptions of these standards, amendments and interpretations have no material impact to these interim financial statements of the Group.
A2:
SIGNIFICANT ACCOUNTING POLICIES 


The audited financial statements for the financial period ended 31 December 2011 were prepared in accordance with FRS. As the requirement under FRS and MFRS are similar, the significant accounting policies adopted in preparing this interim financial report are consistent with those of the audited financial statements for the financial period ended 31 December 2011.
A3.
AUDITORS’ REPORT ON PRECEDING ANNUAL FINANCIAL STATEMENTS

The auditors’ report on the financial statements for the financial year ended 31 December 2011 was not subject to any qualification.

A4.
SEASONAL OR CYCLICAL FACTORS OF INTERIM OPERATION 

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

A5.
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.

A6.
Material changes in estimates

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

A7.
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.

A8.
DIVIDEND DECLARED

No dividend was declared or paid during the current quarter ended 30 June 2012.

A9.
SEGMENT 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.
	
	(--------------------- Results for 6 months ended 30 June 2012 --------------------(

	
	

	Year to date 30 June 2012
	Video conferencing system
	Components
	Maintenance
	Investment Holding     
	Others
	Total 
	Elimination 
	Consolidated 

	 
	RM'000
	RM'000
	   RM'000
	RM'000
	RM'000
	 RM'000
	RM'000
	RM'000

	Revenue
	80
	        -
	443
	-       
	210
	733
	        - 
	733

	Result
	
	
	
	
	
	
	
	

	Segment result
	               (71)
	         - 
	               178 
	            (265)
	         -  
	       (158)
	         -  
	              (158)

	Fianance Cost
	  -
	        -
	      -
	        -
	        - 
	          -   
	        - 
	                 -   

	Interest Income
	  -
	        -
	      -
	10
	        - 
	          10 
	        - 
	                 10 

	Profit before tax
	  -
	        -
	      -
	        -
	        - 
	          -   
	        - 
	              (148)

	Income tax
	  -
	        -
	      -
	        -
	        - 
	          -   
	        - 
	                 -   

	Fianance Cost
	  -
	        -
	      -
	        -
	        - 
	          -   
	        - 
	-

	Net Profit after tax
	
	
	
	
	
	
	
	              (148)


	
	
	
	
	
	
	
	
	
	
	

	Year to date 30 June 2011
	
	
	Video conferencing system
	Components
	Maintenance
	Investment Holding
	
	Total 
	Elimination 
	Consolidated 

	
	
	
	RM'000
	RM'000
	RM'000
	RM'000
	
	RM'000
	RM'000
	RM'000

	Revenue
	
	
	-
	658
	- 
	-
	
	658
	- 
	658

	
	
	
	
	
	
	
	
	
	
	

	Result
	
	
	
	
	
	
	
	
	
	

	Segment result
	
	
	-
	                  (357)
	-
	(30)
	
	(812)
	-
	(387)

	Finance cost
	
	
	-
	-
	-
	-
	
	-
	
	-

	Interest income
	
	
	-
	-
	-
	-
	
	-
	
	(25)

	Profit before tax
	
	
	-
	-
	-
	-
	
	-
	
	(412)

	Income tax
	
	
	
	
	
	
	
	
	
	-

	Net Profit after tax
	
	
	-
	-
	-
	-
	
	-
	
	(412)


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      30 June 2012
RM ‘000
	Preceding year corresponding quarter ended 30 June  2011
RM’000
	Current year to date ended       30 June 2012
RM’000
	Preceding year corresponding period ended   30 June 2011
RM’000

	 
	 
	 
	 
	 

	Revenue
	 
	
	 
	 

	Malaysia
	387
	4
	743
	4

	Outside Malaysia 
	-
	-
	-
	-

	Total
	           387
	             4  
	             743
	             4


A10.
Valuation of property, plant and equipment


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

A11.
Material events subsequent to the end of the quarter


Save as disclosed in Section B8, there were no other material events that have not been reflected in the financial statements for the current period.
A12.
Changes in the composition of the Group

There were no changes in the composition of the Group during the financial quarter ended 30 June 2012.

A13.
Contingent liabilities or contingent assets


There were no contingent liabilities or assets for the Group as at 30 June 2012.


As at 23 August 2012, (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.

A14.
Capital Commitments

There was no capital commitments during the current quarter.
A15.
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  30 June 2012.

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

B1.
Review of the performance of the group
During the quarter under review, the Group recorded a loss after taxation (“LAT”) of RM0.014 million on the back of revenue of approximately RM0.387 million. Revenue for the cumulative quarter ended 30 June 2012 of RM0.387 million represents a decrease of 21% compared to RM0.662 million in the preceding year corresponding quarter. The decrease in revenue was due to decrease in sales of video conference devices. The administrative expenses had decreased from RM0.929 million to RM0.619 million due to decrease in staff cost and depreciation compared  to the preceding year cumulative quarter.
B2.
Variation of results against preceding quarter

	

	Current Quarter ended

30 June  2012
(unaudited)
	Preceding Quarter ended

31 March 2012
(unaudited)
	%

change

	
	RM'000
	RM'000
	

	Revenue
	387
	135
	(186.67%)

	Loss before tax
 (“LBT”)
	(14)
	(190)
	 92.63%


The Group’s revenue for the current quarter of RM0.387 million represents an increase of approximately RM0.252 million as compared to the revenue of RM0.135 million achieved for the preceding quarter. 
The Group’s LBT for current quarter of RM0.014 million represents a decrease of approximately RM0.176 million as compared to the LBT of approximately RM0.190 million incurred in the preceding quarter. The decrease in LBT is mainly due to the higher profit margin fro service maintenance and reduction in overhead during the quarter.
B3.
Business prospects
The management will continue intensify its effort to work with its business partners to penetrate into government agencies and business conglomerates locally and internationally and to work with Universiti Sains Malaysia to upgrade its range of products to remain competitive. Currently, most of the resellers in Middle East, Africa, India and South East Asia have developed successful business network in their respective countries. New product range was launched in March 2012 and it has numerous innovative features including cutting edge technology. 
B4.
Variance of actual profit from forecast profit

Not applicable as no forecast was published.
B5.
Taxation 

              For the financial period ending  30 June 2012, there is no tax liability to be expected. 
B6.
Status of corporate proposals


There were no corporate proposals during the quarter. 


B7.
Status of utilisation of proceeds

The proceeds from the Right issue of RM5.148  million are to be utilised as follows:

	Purposed
	Proposed utilisation 
	 
	   Actual utilisation as at 30/06/12
	
	Balance unutilised

	
	
	 
	
	Intended  timeframe for utilisation
	

	
	RM’000
	
	RM’000
	
	
RM’000
	%

	Sales & Marketing Expenditure 
	1,500
	 
	 
	859
	31/12/12
	                   641
	      42.73 

	Purchase of raw material, components and accessories
	2,500
	 
	 
	                 1,446 
	 31/12/12
	                    1,054
	      42.16 

	Expansion of human resources
	
	748
	
	
	363
	31/12/12
	385
	51.47

	Expenses for the proposed right issue
	
	400
	
	
	394
	
	6
	1.50

	TOTAL
	
	5,148
	
	
	3,062
	
	2,086
	40.52


The proceeds from the Private placement  of RM1.544  million are to be utilised as follows:

	Purposed
	Proposed utilisation 
	 
	   Actual utilisation as at 30/06/12
	
	Balance unutilised

	
	
	 
	
	Intended  timeframe for utilisation
	

	
	RM’000
	
	RM’000
	
	
RM’000
	%

	Working capital
	1,454
	 
	 
	1,454
	Within 12 months
	                   1,454
	  100

	Estimated expenses in relation to the proposed private placement
	90
	 
	 
	                 24 
	Within 1 month


	                    66
	      73.33 

	TOTAL
	
	1,544
	
	
	1,478
	
	1,520
	95.73


B8.
Group borrowings and debts securities

As at the end of the current quarter under review, the Group has a short term interest bearing borrowings of RM0.013 million only.
B9.
Derivative financial instruments

There were no off balance sheet financial instrument as at 23 August 2012 (being the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly financial statements).

B10.
Material litigation

Save as disclosed below, as at 23 November 2011 (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, and 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. On 21 May 2010, the High Court Judge allowed the Defendant’s appeal and as a result the Sessions court judges’ decision was reversed.  Thus the Plaintiff’s claim was dismissed with cost and the Defendant’s counter claim of RM15, 000.00 was allowed with costs. The solicitors have filed the Notice of Motion seeking for leave to appeal against the High Court’s decision.  On 30 September 2010, the court of Appeal has granted the leave to appeal the High court’s decision.  The matter was heard by the Court of Appeal on 5th January 2012 and ruled in MSB favour.  The judgement sum award to MSB amount to RM210,000 and interest at 8% on RM210,000 from 6th February 2004 till 5th March 2012 and continues till full settlement. The Company has entered into a settlement agreement with the party wherein a sum of RM315,334.87 will be paid over a period of 23 months from 15 May 2012 till 15 March 2014. 
B11.
Dividends


No dividend has been declared or paid during the current quarter under review.
B12.
Realised and Unrealised Losses
	
	As at 30.06.2012
	
	As at 31.06.2011

	
	RM
	
	RM

	Total accumulated losses
	
	
	

	- Realised
	(38,767)
	
	(28,839)

	Less: Consolidation adjustment
	20,345
	
	 13,345

	Total accumulated losses as per 
             Statement of Financial Position                           
	(18,422)
	
	(15,494)

	
	
	
	


Note: As per Bursa Malaysia’s directive dated 20 December 2011, prior year comparatives are not required in the first year of complying with the Realised and Unrealised Profits/Loss Disclosure.
B13.        Notes to Consolidated Statement of Comprehensive Income
	
	
	 YEAR 
	 CORRESPONDING 
	 YEAR 
	 CORRESPONDING 

	
	
	 QUARTER 
	 QUARTER 
	 TO DATE 
	 PERIOD 

	
	
	 30/06/12
	 30/06/11
	 30/06/12
	 30/06/11

	
	
	 RM'000 
	 RM'000 
	 RM'000 
	 RM'000 

	
	
	
	
	
	

	Interest income
	
	10  
	16
	10
	39

	Interest expense
	
	-   
	-
	-   
	-

	Depreciation and 
Amorisation
	
	 (5)
	 (323)
	 (282)
	 (647)


B14.
Earnings per share


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

	
	3 months period ended
	6 months period ended

	
	31/06/2012
	30/06/2011
	30/06/2012
	30/06/2011

	
	
	
	
	

	Net (loss) attributable to the members of the Group (RM'000)
	(14)
	(412)
	(148)
	(1,198)

	
	
	
	
	

	Weighted average number of shares in issue ('000)
	169,879
	154,435
	169,879
	154,435

	
	
	
	
	

	(Loss) per share (sen)
	(0.01)
	(0.27)
	(0.09)
	(0.78)


9

