Ygl Convergence Berhad (649013-W) (“Ygl” or “Group”)

Quarterly report for the second quarter ended 30 June 2007


PART A - EXPLANATORY NOTES PURSUANT TO FRS 134 INTERIM FINANCIAL REPORTING 

1. Basis of Preparation

The interim financial report is unaudited and has been prepared in compliance with FRS 134, Interim Financial Reporting and Appendix 9B of the Listing Requirements of the Bursa Malaysia Securities Berhad for the MESDAQ Market. 

The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2006 and in accordance with the new accounting policies adopted for the financial year ending 31 December 2006. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to the understanding of the changes in the financial position and performance of the Group since the financial year ended 31 December 2006.

The significant accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the audited financial statements for the financial year ended 31 December 2006.

2.
Auditors’ Report of Preceding Annual Financial Statements

The auditors’ report of the preceding annual financial statements was not subject to any qualification.

3.
Seasonal or Cyclical Factors

The business of the Group was not affected by any significant seasonal or cyclical factors.
4.
Unusual Items due to their Nature, Size or Incidence

There were no unusual items in the financial statements in the current financial quarter under review.

5.
Material Changes in Estimates


There were no changes in estimates that have had a material effect in the current financial quarter under review.

6.
Issuance and Repayment of Debt and Equity Securities


There were no issuance, cancellation, repurchases, resale and repayment of debt and equity securities, share buy-back, share cancellation, shares held as treasury shares and resale of treasury shares for the current financial quarter under review save as disclose below:

Private placement exercise

The Company’s private placement exercise (“Private Placement”) approved by the Securities Commission and the Foreign Investment Committee on 11 April 2007 involved the placement of up to 10% of the issued and fully paid-up share capital of Ygl, comprising up to 6,680,000 new ordinary shares of RM0.10 each (“Ygl Shares”) to investors to be identified.


The Company had completed implementation of the first tranche of the Private Placement as set out below:
	Date of announcement
	Placement tranche
	No. of Ygl  Shares
	Issue price
	Date of allotment

	4 May 2007
	First tranche
	5,917,000
	1.44
	24 May 2007



The Ygl Shares to be issued pursuant to the private placement, save for the first tranche shares, is pending implementation.
7.
Dividend Paid


No dividends were paid in the current quarter under review.

8.
Segmental Information


Segmental information was not available for comparative period because the business of the Group was principally carried out in Malaysia during that period.
	
	3 months 

ended 30 June
	Cumulative 6 months 

ended 30 June

	
	2007
	2006
	2007
	2006

	Segment Revenue
	
	
	
	

	Revenue from operations:
	
	
	
	

	Malaysia
	1,397,243
	-
	2,759,429
	-

	Asia Pacific 
	1,580,997
	-
	3,222,473
	-

	Total revenue including inter-segment sales
	2,978,240
	-
	5,981,902
	-

	Elimination of inter-segment sales
	(14,040)
	-
	(14,040)
	-

	Total
	2,964,200
	-
	5,967,862
	-


	
	3 months 

ended 30 June
	Cumulative 6 months 

ended 30 June

	
	2007
	2006
	2007
	2006

	Segment Results
	
	
	
	

	Results from operations:
	
	
	
	

	Malaysia
	615,860
	-
	1,395,783
	-

	Asia Pacific 
	41,238
	-
	(25,698)
	-

	Total results
	657,098
	-
	1,370,085
	-

	Elimination
	-
	-
	-
	-

	Total
	657,098
	-
	1,370,085
	-


9.
Valuations of Property, Plant & Equipment

The valuations of property, plant and equipment have been brought forward, without amendments from the financial statements for the financial year ended 31 December 2006, except for motor vehicle which has been adjusted upward by RM12,500 to reflect its market value in compliance with FRS 116 and FRS136.

10.
Material Events subsequent to the Balance Sheet date


There have been no material events between the end of the current quarter under review to the date of this announcement save as disclosed below:


Proposed shareholding spread


On 13 July 2007, Ygl announced that it has made an application to seek the approval of Bursa Securities for an extension of time until 1 July 2008, being one (1) year from 2 July 2007 to meet the public shareholding spread pursuant to Rule 8.15(1) of the MESDAQ Market Listing Requirements (“MMLR”) whereby listed companies must ensure that their public shareholding spread complies with the minimum spread requirements of 25% and a minimum of 1,000 public shareholders holding not less than 100 shares each ("Required Shareholding Spread").  Based on the Company's record of depositors as at 2 July 2007, the Company has 37.2% of its total issued and paid-up share in the hands of 238 public shareholders holding not less than 100 ordinary shares of RM0.10 each in the Company. In this respect, the Company has yet to meet the Required Shareholding Spread.


On 10 August 2007, Ygl announced that Bursa Securities had vide its letter dated 9 August 2007 granted Ygl an extension of time of three (3) months until 1 October 2007 to comply with the Required Shareholding Spread.

As at the date of this announcement, Ygl has yet to meet the Required Shareholding Spread. The Directors of Ygl are considering alternatives to comply with the Required Shareholding Spread. Ygl will endeavour to undertake measures to improve the liquidity of Ygl’s Shares and the number of public shareholders.

Proposed bonus issue and proposed increase in authorised share capital


On 8 August 2007, Ygl announced that the Company proposes to undertake the following:


(i)
Proposed bonus issue of up to 73,480,000 new ordinary shares of RM0.10 each in Ygl (“Ygl Shares”) to be issued and credited as fully paid-up on the basis of one (1) new Ygl share for every one (1) existing Ygl share held at an entitlement date to be determined; and 

(ii) Proposed increase in authorised share capital of the Company from RM10,000,000 comprising 100,000,000 Ygl Shares to RM20,000,000 comprising 200,000,000 Ygl Shares.

The proposals are expected to be completed by the 4th quarter of year 2007.
11.
Changes in the Composition of the Group


Acquisition of Ygl Convergence (China) Limited (“Ygl China”)

On 3 May 2007, Ygl completed the acquisition of 2,760,000 ordinary shares of HKD1.00 each, representing 60% equity interest in CPSL, a Hong Kong based Tier-1 ERP consulting company for a cash consideration of HKD2,730,000 and incidental costs. CPSL in turn, owns the entire equity interest of King’s System (Shanghai) Co. Ltd, an established enterprise solutions provider.






   

                      RM


Net Assets


          

                   412,021


Group’s share of net assets 60%

                   247,213


Total cost of acquisition
       

                1,285,805






       

              --------------


Goodwill arising on acquisition

                1,038,592








               -------------


The cash outflow on acquisition is as follows:









      6 months ended 30/6/07










          RM

Purchase consideration paid by cash


     (1,285,805)


Cash and cash equivalents of subsidiary acquired


on the date of acquisition 
     


         129,632









     --------------


Net cash outflow of the Group


     (1,156,173)      









     ========                                    

12.
Changes in Contingent Liabilities

There is no contingent liability as at 21 August 2007 (the latest practicable date not earlier than 7 days from the date of issue of this financial result).
PART B - EXPLANATORY NOTES PURSUANT TO APPENDIX 9B OF THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD 

13.
Review of Performance 

For the second quarter ended 30 June 2007 (“2Q2007”), the Ygl Group recorded a revenue of RM2,964,200 representing a growth of 24% compared to a revenue of RM2,385,857 achieved in the same quarter last year (“2Q2006”). Gross profit increased by 46% to RM1,489,066 in 2Q2007 from RM1,016,799 in 2Q2006. The increase in revenue and gross profit were mainly due to contribution from Ygl’s foreign subsidiaries. 
Other operating expenses increased by 205% to RM660,901 in 2Q2007 from RM216,898 in 2Q2006 arising from the consolidation of the operations of Ygl China and Ygl Hong Kong. The increase in other operating expenses was mainly due to the strengthening of Ygl Hong Kong’s workforce in anticipation of securing more projects in 2008. 

14.
Material Changes in Profit Before Tax Against Preceding Quarter

Notwithstanding the increase in revenue, Ygl achieved profit before taxation (“PBT”) of RM721,755 for 2Q2007 which is slightly higher than the preceding first quarter ended 31 March 2007 (“1Q2007”) of RM715,637. This was due to the increase in operating expenses by Ygl’s foreign subsidiaries through the strengthening of their workforce with the view of securing more projects in the future.

15.

Corporate Proposals


There were no corporate proposals announced but not yet completed as at the date of this announcement save as disclosed below:

Private placement exercise
On 4 May 2007, the Company announced that the issue price for the first tranche placement of 5,917,000 placement shares to be issued pursuant to the private placement has been fixed at RM1.44 per placement shares. The issue price represents a premium of 8.4% over the 5-day weighted average market price of Ygl’s Shares from 25 April 2007 to 3 May 2007 of RM1.572. The first tranche shares were granted listing and quotation on 25 May 2007. The Ygl Shares to be issued pursuant to the private placement, save for the first tranche shares, is pending implementation.

Proposed bonus issue and proposed increase in authorised share capital


On 8 August 2007, Ygl announced that the Company proposes to undertake the following:

(i) Proposed bonus issue of up to 73,480,000 new ordinary shares of RM0.10 each in Ygl (“Ygl Shares”) to be issued and credited as fully paid-up on the basis of one (1) new Ygl share for every one (1) existing Ygl share held at an entitlement date to be determined; and 
(ii) Proposed increase in authorised share capital of the Company from RM10,000,000 comprising 100,000,000 Ygl Shares to RM20,000,000 comprising 200,000,000 Ygl Shares.




The proposals are expected to be completed by the 4th quarter of year 2007.

16.
Prospects for 2007



With the completion of the acquisition of Ygl Convergence (China) Limited (formerly known as Computer Processing Services Limited), the Group has gained the necessary footing into the information and communications technology (ICT) industry of China.  This will enable Ygl Group to tap into new customer base within the Shanghai region initially and beyond into other parts of China in the foreseeable future. The ICT industry in China offers both new challenges and opportunities in terms of growth and assimilation of technological skills. 



For the South East Asian market, Ygl will continue to build new markets by leveraging on the expertise and presence of its regional offices.  The Group is optimistic that the year 2007 will bring in further business growth as the expansion plan for Ygl to achieve wider regional sales and product coverage will be implemented.
17.
Taxation

	
	
	
	
	
	Current Quarter
	
	Cumulative Quarter 

	
	
	
	
	
	30 June 2007
	
	30 June 2007

	
	
	
	
	
	RM
	
	RM

	Current tax expense
	
	
	3,750
	
	7,500


The effective tax rate is lower than the statutory tax rate as there is no taxation charged on Ygl Multimedia Resources Sdn. Bhd., as the subsidiary company has been accorded Multimedia Super Corridor (“MSC”) Status and was granted Pioneer Status effective from 2 April 2004, which exempts 100% of the statutory business income from qualifying products from taxation for a period of 5 years.  The MSC status is renewable for another 5 years.

18.
Profit on sale of Unquoted Investments and/or Properties

There was no disposal of unquoted investments and properties in the current financial quarter under review.
19.

Purchase or Disposal of Quoted Securities

There were no purchases or disposals of quoted securities in the current financial quarter under review.
20.
Status on Utilisation of Proceeds

Listing proceeds

The details of the utilisation of the gross listing proceeds as at 30 June 2007 are as below:-

	Description 
	Proposed Utilisation

RM
	Actual Utilisation

RM
	Balance

RM
	Timeframe for Utilisation

	
	
	
	
	

	Future business expansion and capital expenditure
	4,130,000
	3,845,989
	284,011
	End 2007

	
	
	
	
	

	R&D expenditure
	1,320,000
	1,121,040
	198,960
	End 2007

	
	
	
	
	

	Working Capital
	610,000
	610,000
	-
	End 2006

	
	
	
	
	

	Estimated Listing Expenses
	1,500,000
	1,500,000
	-
	Mid 2005

	
	
	
	
	

	Total
	7,560,000
	7,077,029
	482,971
	


Private placement proceeds

An amount of RM8,520,480 was raised through the Private Placement of 5,917,000 ordinary shares at RM1.44 per share on 4 May 2007. The estimated listing expenses were RM38,234. The Private Placement was raised for working capital purposes. Ygl has not fully utilised this fund as at 30 June 2007.

21.
Cash and cash equivalents

	
	
	
	30 June 2007

RM’000

	Fixed deposit
	
	
	13,948

	Cash and bank balances
	
	
	649

	
	
	
	14,597


22.
Company Borrowings and Debt Securities

As at 30 June 2007, Ygl has an outstanding balance of RM307,217 on the hire purchase facility.

The Group does not have any foreign currency borrowings.

23.
Capital Commitment


As at 21 August 2007 (the latest practicable date not earlier than 7 days from the date of issue of this financial result), the Group has no material capital commitment in respect of property, plant and equipment. 

24.
Off Balance Sheet Financial Instruments

The Company does not have any financial instrument with off balance sheet risks as at 21 August 2007 (the latest practicable date not earlier than 7 days from the date of issue of this financial result).
25.
Significant Related Party Transactions

For the second quarter ended 30 June 2007, there were no significant related party transactions entered into by the Group.

26.
Material Litigation

The Company/Group is not engaged in any material litigation either as plaintiff or defendant and the directors do not have any knowledge of any proceedings pending or threatened against the Company as at 21 August 2007 (the latest practicable date not earlier than 7 days from the date of issue of this financial result).

27.
Profit Estimate/Forecast

Not applicable. 

28.

Dividend

On 27 August 2007, the Board of Directors had declared a first interim tax exempt dividend of 14% per ordinary share of RM0.10 each for the financial year ended 31 December 2007, amounting to RM1,018,038 (Ringgit Malaysia: One Million and Eighteen Thousand and Thirty Eight Only). The dividend will be paid on 21 September 2007 to shareholders registered at the close of business on 12 September 2007.


29.
Earnings Per Share 

The basic earnings per share of the Group is calculated by dividing the net profit for the period by the weighted average number of ordinary shares.  

	
	3 months 

ended 30 June
	Cumulative 6 months ended 30 June

	
	2007
	2006
	2007
	2006

	Profits for the period attributable to shareholders (RM)
	657,098
	903,130
	1,370,085
	1,481,292

	Weighted average number of ordinary shares in issue
	72,717,000
	66,800,000
	72,717,000
	66,800,000

	Basic earnings per share (sen)
	0.90
	1.35
	1.88
	2.22
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