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

(Incorporated in Malaysia)


NOTES TO THE INTERIM FINANCIAL REPORT – 31 OCTOBER 2006

A. EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT – FRS 134

A1
Accounting Policies and Method of Computation

The interim financial report is unaudited and is prepared in accordance with FRS 134, 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 2006.

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 2006 except for the adoption of the following new/ revised Financial Reporting Standards (FRS) effective for the financial period beginning 1 January 2006:-

FRS2

Share-based Payment

FRS3

Business Combinations

FRS5

Non-current Assets Held for Sale and Discontinued Operations

FRS101
Presentation of Financial Statements

FRS102
Inventories

FRS108
Accounting Policies, Charges in Estimates and Errors

FRS110
Events after the Balance Sheet Date

FRS116
Property, Plant and Equipment

FRS121
The Effects of Changes in Foreign Exchange Rates

FRS127
Consolidated and Separate Financial Statements

FRS128
Investments in Associates

FRS131
Interests in Joint Ventures

FRS132
Financial Instruments: Disclosure and Presentation

FRS133
Earnings Per Share

FRS136
Impairment of Assets

FRS138
Intangible Assets

FRS140
Investment Property

The adoption of FRS 3, 102, 110, 121, 127, 128, 131, 132, 133, 136 and 138 does not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:

(a) FRS2: Share-based Payment

Prior to 1 August 2006, no compensation expense was recognised in profit or loss for share options granted.  The Group and the Company recognised an increase in share capital and share premium when the options were exercised. Upon the adoption of FRS 2, the total fair value of share options granted to employees is recognised as an employee cost with a corresponding increase in the share option reserve within equity over the vesting period.

In accordance with the transitional provisions of FRS 2, The Group is not required to apply FRS 2 for grants of share options to which FRS 2 has not been applied. The Group shall only disclose the information as required by FRS 2.

NOTES TO THE INTERIM FINANCIAL REPORT – 31 OCTOBER 2006

(b) FRS5: Non-current assets held for sale and discontinued operations

Non-current assets are classified as held for sale if their carrying amount will be recovered principally through a sale transaction rather than through continuing use. This condition is regarded as met only when the sale is highly probable and the asset is available for immediate sale in its present condition subject to terms that are usual and customary.

Immediately before classification as held for sale, the measurement of the non-current assets is brought up-to-date in accordance with applicable FRSs. Then, on initial classification as held for sale, non-current assets are measured in accordance with FRS5 that is at the lower of carrying amount and fair value less costs to sell.

Prior to the adoption of FRS 5, this asset were included in property, plant and equipment.

(c) FRS101: Presentation of Financial Statements

The adoption of the revised FRS101 has affected the presentation of minority interests, share of net after tax results of associates and other disclosures.

In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS101 also requires disclosure, on the face of the statement of changes in equity, total recognized income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interests.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS101 with the comparatives restated to conform with the current period’s presentation.

(d) FRS140: Investment Property

Prior to 1 August 2006, investment properties were stated at valuation and stated as property, plant and equipment. Revaluations were carried out at least once every five years from the date of first revaluation and any revaluations increase is taken to equity as a revaluation surplus. The investment properties were last revalued in year 2002. In accordance with the transitional provisions of FRS140, investment properties are now stated at cost less accumulated depreciation and impairment loss., this change in accounting policy is applied retrospectively and the comparatives as at 31 July 2006 are now restated in the balance sheet for the following:






	
	RM’000

	Decrease in revaluation reserve
	214

	Decrease in retained profits
	58

	Decrease in deferred taxation
	167
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A2
Comparatives

The following comparatives amounts have been restated due to the adoption of new and revised FRSs:

	
	
	Adjustments
	

	
	Previously stated

RM’000
	FRS 140

RM’000
	Restated

RM’000

	At 31 July 2006
	
	
	

	Property plant and equipment
	24,682


	(5,390)


	19,292



	Investment properties
	-
	4,951
	4,951

	Revaluation reserves
	898


	(214)
	684

	Retained profits
	35,244
	(58)
	35,186

	Deferred taxation
	795
	(167)
	628


A3
Audit Qualification

The auditors' report of the Group's most recent annual audited financial statements for the financial year ended 31 July 2006 did not contain any qualification.

A4
Seasonality or Cyclicality of Operations

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

A5
Unusual Items

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

A6
Changes in Estimates

The revised FRS116: Property, plant and equipment requires the review of the residual value and remaining useful life of an item of property, plant and equipment at least at each financial year end. The Group revised the residual values of certain motor vehicle and the estimated useful lives of certain plant and equipment with effect from 1 August 2006. The revisions were accounted for as change in accounting estimates and as a result, the depreciation charges for the current quarter ended 31 October 2006 has been reduced by RM132,000

There were no other changes in estimates that have had a material effect in the current quarter results.

A7
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 October 2006.

A8
Dividends Paid


No dividend has been paid for the current quarter.

A9
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.
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A10
Revaluation of Property, Plant and Equipment

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

A11
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(i), (ii) & (iii).

A12
Changes in the Composition of the Group


There were no changes in the composition of the Group for the current quarter.

A13
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 2006.

A14
Related Party Transactions

	
	1st Quarter
	
	 3 months ended

	
	31 October 2006
	
	31 October 2006

	
	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
	36,000


	
	36,000




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 October 2006, the Group achieved a consolidated revenue of RM9.1 million which was approximately 33.20% lower than the preceding year corresponding quarter. The decrease is attributable to reduction in demand for the Group’s products from the main customer. In tandem with the lower revenue, the Group recorded a loss after tax RM0.32 million for the current quarter as compared to profit after tax of RM1.1 million in the preceding corresponding quarter.

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

	
	1st

Quarter
	
	Preceding Quarter

	
	31 October 2006
	
	31 July 2006

	
	RM’000
	
	RM’000

	Revenue
	9,103
	
	11,617

	Pre-tax loss before minority interest and after share of profit of associated company
	(290)
	
	(55)


For the current quarter, the Group achieved a revenue of RM9.1 million, representing a decrease of 21.64% as compared to the preceding quarter ended 31 July 2006. In tandem with the lower sales, the pre-tax loss before minority interests and after share of profit of associated company for the quarter under review recorded an increase from preceding quarter of RM0.06 million to RM0.29 million.

B3
Prospects for the Current Financial Year

The Board anticipates that the Group's performance for the current financial year will be lower 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]1st

3 months

Quarter

ended

31-Oct-06

31-Oct-06

RM'000

RM'000

Income tax:-

- Current year

92

92

Deferred tax

(64)

(64)

28

28


Lower effective tax rate for the Group is principally due to the over provision of deferred taxation.
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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 October 2006.

B10
Off Balance Sheet Financial Instrument


There was no financial instrument with off balance sheet risk as at 31 October 2006.

B11
Material Litigation 

(i)
Johor Bahru High Court of Malaya Civil Suit No. MT3-22-650 of 1999

Between Archibus Systems Sdn. Bhd. (Plaintiff) & Multi-Code Electronics Industries (M) Berhad (1st Defendant) & Wheels Electronics Manufacturing Sdn. Bhd. ( 2nd Defendant).

Pre- Trial Case management has been fixed for hearing on 11 January 2007.

The Plaintiff has proposed the withdrawal of the suit against the 1st Defendant without liberty to file afresh. The 1st Defendant vide their solicitors have proposed to record additional orders namely, a declaration that the Plaintiff’s patent MY-111242-A (“the Plaintiff’s patent”) is and always has been invalid, that the Plaintiff’s patent be revoked and a declaration that neither the use of the process by the 1st Defendant nor the models considered as finished articles nor the supply thereof by the 1st Defendant to 3rd parties constituted an infringement of the Plaintiff’s patent.

All documents taken by the Plaintiff and/or their solicitors are also to be returned to the 1st Defendant.

The parties are still pursuing the negotiations on the conditions for the withdrawal of the suit.
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 (ii)
Kuala Lumpur High Court Originating Petition No. D3-26-59-2005

Between Multi-Code Electronics Industries (M) Berhad. (Petitioner) & Wirapadu Sistem Sdn. Bhd.  (1st Respondent) & Dato’ Mohd. Nazir bin Mohd. Ali (2nd Respondent) 

The next mention date for the Petitioner’s application for the appointment of a Receiver and Manager for the Respondent is fixed on 16 January 2007. The Petitioner intends to proceed with the said application.

In the meantime the parties are proceeding with the valuation of the 1st Respondent’s shares

No date has been fixed for the hearing of the Petition pursuant to Section 181 of the Companies Act 1965 against the Respondents (for inter-alia orders in respect of winding up against the 1st Respondent or for the valuation and subsequent sale and purchase of the shares of the 1st Respondent).

 (iii)
Johor Bahru High Court Suit No. 2-22-773-2005

Between Dato’ Mohd. Nazir bin Mohd. Ali (“1st Plaintiff”), Dato’ Abu Bakar bin Othman (“2nd Plaintiff”), Goh Tong Huat (“1st Defendant”), Multi-Code Electronics Industries (M) Berhad (“2nd Defendant”), Sujata Menon (“3rd Defendant”), Tan Soi Lim (“4th Defendant”) and Wirapadu Sistem Sdn Bhd (“5th Defendant”)

The Plaintiffs have submitted their Notice of Withdrawal of their Appeal with regards to the Court’s decision of 7 June 2006 whereby the Court inter-alia ordered that the ex-parte mandatory injunction obtained by the Plaintiffs vide Order dated 4 January 2006 has lapsed after 21 days from the date of the 4 January 2006 order, and that costs are to borne by the 1st Plaintiff and to be paid to the 1st and 2nd Defendants.

The application by the 1st and 2nd Defendants for striking out the Plaintiffs’ suit is fixed for decision on 18 January 2007 and the parties have filed their written submissions and are filing their replies respectively in respect of the same.

B12
Dividends


No dividend is recommended for the current quarter.

B13
(Loss)/Earnings per Share


(a) Basic (loss)/earnings per share

The basic (loss)/earnings per share is calculated by dividing the Group's loss/ 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 October 2005: 44,404,700) ordinary shares during the financial year.
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(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.

As at 31 October 2006, the Company has 2,281,000 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 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

Woo Min Fong (MAICSA 0532413)

Tan Siew Hua (MAICSA 0904779)

Companies Secretaries

Johor Bahru

Date: 28 December 2006

c.c. Securities Commission
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