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

(Incorporated in Malaysia)
NOTES TO THE INTERIM FINANCIAL REPORT – 31 OCTOBER 2007

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 2007.
The 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 July 2007.
A2
Audit Qualification

The auditors' report of the Group's most recent audited financial statements for the financial year ended 31 July 2007 contains qualifications. Please refer to B14 for further explanation.
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 period.

A5
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 year 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 back, share cancellations, shares held as treasury shares and resale of treasury shares for the period ended 31 October 2007.

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 valuations of land and buildings have been brought forward without amendment from the previous annual report as no revaluation has been carried out since 31 July 2007.
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(i), (ii) & (iii).

A11
Changes in the Composition of the Group

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

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 2007.

ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA LISTING REQUIREMENTS

B1
Review of Performance 

For the quarter ended 31 October 2007, the Group achieved consolidated revenue of RM14.26 million which was approximately 56.67% higher than the preceding year corresponding quarter. The increase is attributable to higher demand for the Group’s products from the main customer. In tandem with the higher revenue, the Group recorded a higher profit after tax of RM1.15 million for the current quarter as compared to loss after tax of RM0.32 million in the preceding correspondence quarter.
B2
Material Changes in the Quarterly Results Compared to the Results of the Preceding Quarter

	
	1st
Quarter
	
	Preceding Quarter

	
	31 October 2007
	
	31 July 2007

	
	RM’000
	
	RM’000

	Revenue


	14,262
	
	11,646

	Pre-tax profit / (loss) before minority interest and after share of profit after tax of associated company
	1,568
	
	1,563


For the current quarter, the Group achieved revenue of RM14.26 million, representing an increase of 22.46% as compared to the preceding quarter ended 31 July 2007. In tandem with the higher revenue, the pre-tax profit before minority interests and after share of profit after tax of associated company for the quarter under review recorded an increase from preceding quarter from RM1.56 million to RM1.57 million.
B3
Prospects for the Current Financial Year

The Board is cautiously optimistic with the Group's performance in the current 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-07

31-Oct-07

RM'000

RM'000

Income tax:-

- Current year

(580)

(580)

- Prior year

-

                   

 

-

                   

 

Deferred tax

165

165

(415)

(415)


Lower effective tax rate for the Group is principally due to 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 was 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 2007.

B10
Off Balance Sheet Financial Instrument


There was no financial instrument with off balance sheet risk as at 31 October 2007.

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).

The above matter has been resolved whereby parties have recorded Consent Judgment at the High Court of Johor Bahru. At present, the only thing that remains pending is the extraction of the sealed Consent Judgment by the Plaintiff.
(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) 

On 1 September 2005, Multi-Code Electronics Industries (M) Bhd (“the Petitioner”) filed a petition pursuant to Section 181 of the Companies Act 1965 in the Kuala Lumpur High Court vide Originating Petition No. D3-26-59-2005 against Wirapadu Sistem Sdn Bhd (“the 1st Respondent”) and Dato’ Mohd Nazir bin Mohd Ali (“the 2nd Respondent”). This Petition if allowed by the Court will likely give rise to either of the following events:

(i)
the Court will order that one party (either the Petitioner or the 2nd Respondent) buys out the shares of the other party in the 1st Respondent; or

(ii)
the Court will order that the 1st Respondent be wound up.

Since then, the Petition was held in abeyance as the Court had directed that parties attempt to settle the matter out of Court. To this end, the Petitioner and the 2nd Respondent had jointly appointed PricewaterhouseCoopers Capital Sdn Bhd (“PwC”) to conduct an independent valuation of the shares of the 1st Respondent; with a view to facilitate the possibility of either the Petitioner or the 2nd Respondent buying out the shares of the other. 
ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA LISTING REQUIREMENTS

(ii)
Kuala Lumpur High Court Originating Petition No. D3-26-59-2005 (Cont.)

However, PwC faced numerous difficulties in the conduct of the valuation exercise. This resulted in PwC being unable to complete the same within a reasonable time period. The parties decided not to proceed with the valuation exercise; but instead to proceed with the hearing of the petition in Court. The parties have informed the Court of the same and the Court agreed to fix a hearing date for the Petition. However pending the completion of the exchange of affidavits between the parties, the Court has fixed the Petition for mention on 22 January 2008.
(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”)

On 17 November 2005, Dato’ Mohd Nazir bin Mohd Ali (“the 1st Plaintiff”) and Dato’ Abu Bakar bin Othman (“the 2nd Plaintiff”) filed an action in the Johor Bahru High Court vide Suit No. MT(2)-22-773-2005 against Multi-Code Electronics (M) Bhd (“the 2nd Defendant”) together with Goh Tong Huat (“the 1st Defendant”), Sujata Menon (“the 3rd Defendant”), Tan Soi Lim (“the 4th Defendant”) and Wirapadu Sistem Sdn Bhd (“the 5th Defendant”) for various declaratory and injunctive relief, and/or in the alternative, damages. 

The 1st and 2nd Defendants had applied to strike out the Plaintiffs’ action. The application was initially fixed for decision on 18th January 2007. However, before the Judge could deliver his decision, the Judge was transferred to the Penang High Court. The Johor Bahru High Court has since directed parties to write to the Chief Justice (acting as the Chief Judge of Malaya) to determine whether the application should be heard by the previous Judge (now presiding in the Penang High Court) or the current Judge sitting in the Johor Bahru High Court. The solicitors for the 1st and 2nd Defendants have written to the Chief Justice (acting as the Chief Judge of Malaya) on 3rd July 2007 and thereafter to the newly appointed Chief Judge of Malaya on 28 November 2007; and are currently awaiting a response to the same. In the meantime, the Johor Bahru High Court has fixed the application for mention on 5 May 2008.  

If the Court dismisses the said application, the 1st and 2nd Defendants would be compelled to file their defence to the action. In any event, the 1st and 2nd Defendants intend to vigorously defend the action.
ADDITIONAL INFORMATION REQUIRED BY THE BURSA MALAYSIA LISTING REQUIREMENTS

B12
Dividends

No dividend is recommended for the current quarter.

B13
Earnings / (Loss) per Share

(a) Basic earnings / (loss) per share

The basic earnings/(loss) per share is calculated by dividing the Group's profit/(loss) 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 2007: 44,404,700) ordinary shares during the financial year.

(b) Fully Diluted earnings per share
There is no effect of dilution from share options for the current quarter and 12 months ended 31 July 2007 as the Employee Share Option Scheme lapsed on 10 March 2007.

B14
Audit Qualifications for the financial year ended 31 July 2007
In the course of audit for the year ended 31 July 2007, auditors were not able to obtain appropriate supporting documentary evidence and satisfactory explanations from the management in order to conclude on the existence, occurrence and/or recoverability of the following balances as at 31 July 2007:
	(a)
	The Group and Company's deposits with a foreign financial institution amounting to RM28,603,962 and interest income accruing during the financial year on the said deposits of RM963,810



	(b)
	The Group's investment in a foreign investment fund amounting to RM3,508,670; and



	(c)
	The Group and Company's deposit with a foreign company in connection with registration of the Company in the American Depository Receipt (ADR) program of the New York Stock Exchange amounting to RM4,200,000.


	(d)
	The above amount arose from transactions or payments involving parties connected to a director of the Company, for which relevant approvals to comply with the provisions of the Companies Act 1965 and the Listing Requirement of Bursa Malaysia Securities Berhad were not obtained.


Current status of the above mentioned matters as at 31 December 2007
For (a), (b) and (c), the funds are expected to be credited into the Company’s bank account prior to 21 January 2008.

For (a), (b), (c) and (d), the Company has appointed Azman, Wong, Salleh & Co (AF 0012) to carry out a special audit on the qualifications noted above.
By Order of the Board

Yap Kai Weng (MAICSA 74580)

Wong Yoke Leng (MAICSA 7032314)

Company Secretaries

Johor Bahru

Date: 31 December 2007
c.c. Securities Commission
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						1st				3 months
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						31-Oct-07				31-Oct-07

						RM'000				RM'000

				Income tax:-

				- Current year		(580)				(580)

				- Prior year		- 0				- 0

				Deferred tax		165				165

						(415)				(415)






