MULTI-CODE ELECTRONICS INDUSTRIES (M) BERHAD (193094-K)

(Incorporated in Malaysia)


NOTES TO THE FINAL FINANCIAL REPORT – 31 JULY 2005

A. EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT - MASB 26

A1
Accounting Policies and Method of Computation

The interim financial report is unaudited and is prepared in accordance with MASB 26, Interim Financial Reporting and paragraph 9.22 of the Bursa Malaysia Securities Berhad ("Bursa Malaysia") Listing Requirements. The interim financial report is unaudited and should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 July 2004.

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the audited annual financial statement for the financial year ended 31 July 2004.

A2
Audit Qualification

The auditors' report of the Group's most recent annual audited financial statements for the financial year ended 31 July 2004 did not contain any qualification.

A3
Seasonality or Cyclicality of Operations

The principal business operations of the Group are not significantly affected by seasonality or cyclicality factors.

A4
Unusual Items

There were no unusual items affecting the assets, liabilities, equity, net income or cash flows of the Group for the current financial year.

A5
Material Changes in Estimates

There were no changes in estimates of amounts reported in prior interim period of the current financial year or in prior financial years that have a material effect in the current quarter.

A6
Debts and Equity Securities

There were no issuance and repayment of debt securities, share buy backs, share cancellations, shares held as treasury shares and resale of treasury shares for the period ended 31 July 2005.

A7
Dividends Paid


No dividend has been paid for the current quarter.

A8
Segmental Reporting

No segmental analysis has been prepared as the Group is primarily engaged in manufacturing activities. The other activities of the Group are not significant.

No segmental information is provided on a geographical basis as the Group's activities are conducted primarily in Malaysia.

A9
Revaluation of Property, Plant and Equipment

The valuation of lands and building has been brought forward, without amendment from the previous annual report.

A10
Material Events Subsequent to the end of the Reporting Period

There were no material events subsequent to the end of the current quarter that have not been reflected in the financial statements for the said period as at the date of issue of this interim financial report other than as disclosed in note B11(ii).

A11
Changes in the Composition of the Group


There were no changes in the composition of the Group for the current quarter.
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A12
Contingent Liabilities and contingent assets

The Group has no contingent liabilities and contingent assets that had arisen since the last balance sheet date at 31 July 2004.

A13
Related Party Transactions

	
	4th Quarter
	
	 12 months ended

	
	31 July 2005
	
	31 July 2005

	
	RM
	
	RM

	Professional fees paid to Nora S.W.Lam & Associates, a professional legal firm in which a director, namely Nora Lam Siew Wan, is the Managing Partner
	16,043


	
	41,911




The directors are of the opinion that the above transactions have been entered into in the normal course of business and have been established on terms and conditions that are not materially different from those obtainable in transactions with unrelated parties.
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B1
Review of Performance 

For the quarter ended 31 July 2005, the Group achieved a consolidated turnover of RM14.38 million which was approximately 0.90% slightly higher than the preceding year corresponding quarter. The increase is attributable to increase in demand for the Group’s products from the main customer. The Group recorded a lower profit after tax and minority interest of RM0.58 million as compared to RM0.70 million in the preceding corresponding quarter.

B2
Material Changes in the Quarterly Results Compared to the Results of the Preceding Quarter

	
	Current

Quarter
	
	Preceding Quarter

	
	31 July 2005
	
	30 April 2005

	
	RM’000
	
	RM’000

	Revenue
	14,384
	
	15,198

	Pre-tax profit before minority interest and after share of profit of associated company
	1,400
	
	1,501


For the current quarter, the Group achieved a turnover of RM14.38 million, representing a decrease of 5.36% as compared to the preceding quarter ended 30 April 2005. The decrease is due to decrease in demand for the Group’s products compared with the preceding quarter. In tandem with the lower turnover, the pre-tax profit before minority interests and after share of profit of associated company for the quarter under review decreased from preceding quarter of RM1.501 million to RM1.400 million.

B3
Prospects for the Next Financial Year

The Board anticipates that the Group's performance will be less than the last financial year.

B4
Variance of Actual Profit from Forecast Profit & Shortfall on Profit Guarantee

There is no profit forecast prepared for public release and no profit guarantee provided by the Group for the current financial year.

B5
Taxation


The taxation charge for the current quarter is detailed as follows: -


[image: image1.wmf]Current 

Cumulative

Quarter

Quarter

31 July 2005

31 July 2005

RM'000

RM'000

Tax charge:-

- Current tax provision

575

                   

 

1,513

                

 

- Under provision in prior year

145

                   

 

145

                   

 

Share of tax in associated company

68

                    

 

306

                   

 

Deferred tax

(82)

(82)

706

                   

 

1,882

                

 


Higher effective tax rate for the current quarter is due mainly to certain expenses which are not deductible for tax purposes and under provision of taxation in prior year.
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B6
Profit/(Loss) on Sales of Investment and/or Properties


There were no sales of unquoted investment and/or properties for the current quarter.

B7
Quoted Securities

There were no purchase or disposal of quoted securities for the current quarter. The Company and the Group did not hold any quoted investment.

B8
Status of Corporate Proposals

There were no corporate proposals announced by the Company as at the date of the issue of this quarterly report.

B9
Group Borrowings and Debt Securities


The Group has no borrowings or debt securities as at 31 July 2005.

B10
Off Balance Sheet Financial Instrument


There was no financial instrument with off balance sheet risk as at 31 July 2005.

B11
Material Litigation

(i)
There is at present an action commenced by Archibus Systems Sdn Bhd ("ASSB") against the Company for alleged infringement of patent rights. The Company is defending the action and also making a counter claim to invalidate ASSB's patent. It is the contention of the Company that ASSB's patent is invalid because it was wrongly patented.

The Plaintiff's Solicitors have made an application to discharge themselves from this matter on 31st December 2002. To date Defendant’s Solicitors have not received a sealed copy of the Discharge Order from the Plaintiff’s Solicitors and are unclear on the Plaintiff’s Solicitors’ instruction on the matter.

The Defendant’s Solicitors have on 23rd June 2005 written to the Johor Bahru High Court for an appointment to secure directives on the further action to be taken. The Defendant’s Solicitors have also filed a Notice of Intention to Proceed pursuant to Order 3 Rule 6 of the Rules of the High Court 1980 prior to filing a Notice to Attend Pre-Trial Case Management in respect of counter-claim by the Company if necessary.
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(ii)
Kuala Lumpur High Court Originating Petition No. D3 – 26 – 59 – 2005 Multi-Code Electronic Industries (M) Bhd (Petitioner) v Wirapadu Sistem Sdn Bhd (1st Respondent) & Dato’ Mohd. Nazir bin Mohd. Ali (2nd Respondent)

Status Report

1. In June 1999, Multi-Code Electronics Industries (M) Bhd. (“the Petitioner”) and one Fateh Mohamed Bin Mohamed Ismail (NRIC No. 460918-08-5325) (“the said Fateh”), the nominee shareholder and nominee director of Dato’ Mohd. Nazir bin Mohd. Ali (“the 2nd Respondent”) agreed to cooperate in the business of marketing and sale (other than current sales by the Petitioner) of Alarm Central Locks and other automotive parts and components to Proton and other automotive manufacturers/assemblers through Wirapadu Sistem Sdn. Bhd. (“the 1st Respondent”). For this purpose, both the Petitioner and the 2nd Respondent agreed to subscribe for 5,000 ordinary shares of RM1.00 each in the 1st Respondent. Up until the transfer of the said Fateh’s shares to the 2nd Respondent, the 2nd Respondent was an indirect shareholder of the 1st Respondent by virtue of him having control over the said Fateh’s acts and dealings.

2. Pursuant to the same, on 30 June 1999, the Petitioner and the said Fateh as nominee shareholder for the 2nd Respondent concluded the Shareholders Agreement. The Shareholders Agreement is further supplemented by various agreements thereafter.

3. It was an agreed term of the Shareholders Agreement that the principal object of the 1st Respondent is to market and sell (other than current sales of the Petitioner to Proton) the Alarm Central Locks, the Central Lock Module and other car component products principally to Proton and to other automotive manufacturers/assemblers. For this purpose and pursuant to the Shareholders Agreement, the parties agreed that the Petitioner shall be the 1st Respondent’s sole and exclusive supplier of the Alarm Central Lock and Central Lock Module for onward sale to Proton.

4. Pursuant to the above subscription of shares, the Petitioner and the 2nd Respondent are both registered shareholders of the 1st Respondent. They both own 50% of the shareholding in the 1st Respondent respectively.

5. It was agreed that the board of directors of the 1st Respondent shall consist of 2 directors comprising an appointee by the 2nd Respondent and the other from the Petitioner. The 2nd Respondent was appointed as Chief Executive Officer of the 1st Respondent commencing 4 June 2002.

6. The 1st Respondent was meant to commercially benefit both the Petitioner and the 2nd Respondent. It was intended from the outset that each shareholder would have equal participation in any important decision making process. This is so reflected in the equal shareholdings of the members.
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7. However, following the deterioration in the relationship of the Petitioner and the 2nd Respondent and upon the occurrence of certain events and disputes between the parties (such as in relation to the supply of non-Shareholders Agreement products), the Petitioner decided to commence the present action.

8.
This aforesaid action is commenced vide an Originating Petition pursuant to Section 181 of the Companies Act 1965. In brief, the Petitioner, is commencing an action against the 1st and 2nd Respondent on the basis that:

(a) the affairs of the 1st Respondent are being conducted and the powers of the directors are being exercised in a manner oppressive to the Petitioner and in disregard of their interest as a shareholder of the 1st Respondent;

(b) the 1st Respondent’s actions and/or threatened actions under the control and direction of the 2nd Respondent as the Chief Executive Officer of the 1st Respondent have been unfair and prejudicial to the interest of the Petitioner as a member of the 1st Respondent; and

(c) the actions and/or threatened actions of the 1st Respondent and its board of directors under the control and direction of the 2nd Respondent as the Chief Executive Officer operate oppressively and against the Petitioner’s interest as a shareholder of the 1st Respondent.

9.
The Originating Petition pursuant to Section 181 of the Companies Act 1965 was filed on 1 September 2005. The Originating Petition was served on both the Respondents on 2 September 2005.

10.
Thereafter, the Petitioner filed a Summons for Directions pursuant to Order 88 Rule 7 of the Rules of the High Court 1980 on 16 September 2005.

11.
The Summons for Directions dated 16 September 2005 has been set for hearing before the learned Judge in Chambers on 24 October 2005 at 9.00 a.m.

12.
The Respondents have not responded to the Petition or the Summons for Directions as at 27 September 2005. 

13.
Previous announcements and replies to the Bursa Malaysia on the above subject were made on 1 September 2005, 5 September 2005 and 6 September 2005.

B12
Dividends

The Board has recommended a first & final tax-exempt dividend of 8% of RM3,552,376 in respect of the financial year ended 31 July 2005. The proposed dividend if approved by the shareholders, will be paid to shareholders on the Register of Members at the date later to be announced.
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B13
Earnings per Share


(a) Basic earnings per share

The basic earnings per share is calculated by dividing the Group's profit after tax and minority interests, attributable to ordinary shareholders by the weighted average number of ordinary shares in issue of 44,404,700 (31 July 2004: 44,158,078) ordinary shares during the financial year.


(b) Fully Diluted earnings per share
The fully diluted earnings per share is calculated by dividing the net profit attributable to ordinary shareholders by the weighted average number of ordinary shares in issue adjusted for dilutive potential shares from the conversion of the ESOS. The adjusted weighted average number of shares is the weighted average number of shares in issue during the financial year plus the weighted average number of shares which would be issued on the conversion of the outstanding options under the ESOS into the ordinary shares.

	
	4th Quarter

31 July 2004

RM
	12 months ended

31 July 2004

RM

	Net Profit for the year
	699,911
	2,889,020

	Weighted average number of ordinary shares in issue
	44,158,708
	44,158,708

	Adjustment for assumed conversion
	18,192
	321,939



	Adjusted weighted average number of ordinary shares in issue and issuable
	44,176,900
	44,480,647


As at 31 July 2005, the Company has 2,486,000 unissued ordinary shares outstanding under its Employees’ Share Option Scheme (“ESOS”) for eligible employees and Executive Directors of the Group. The effect on the basic earnings per share for the current quarter and the current financial year-to-date arising from the ESOS is not presented as the ESOS exercise price is above the fair value of the Company’s share, the options are deemed non-dilutive.

By Order of the Board

Tan Soi Lim

Sujata Menon A/P K.R.D.S. Chandran

Companies Secretaries

Johor Bahru

Date: 30 September 2005

c.c. Securities Commission
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