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

(Incorporated in Malaysia)
EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT – 3rd QUARTER ENDED 30 APRIL 2008

A. compliance with 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 except for the adoption of the following FRSs, amendments to FRS and IC Interpretations which are mandatory for financial periods beginning on or after 1 January 2007 and 1 July 2007:
· FRS 6 
Exploration for and Evaluation of Mineral Resources 

· FRS 107 
Cash Flow Statements

· FRS 111 
Construction Contracts

· FRS 112 
Income Taxes

· FRS 117 
Leases

· FRS 118 
Revenue

· FRS 120 
Accounting for Government Grants and Disclosure of Government     

Assistance

· FRS 124
Related Party Disclosures

· FRS 126 
Accounting and Reporting by Retirement Benefit Plans

· FRS 129 
Financial Reporting in Hyper inflationary Economies

· FRS 134 
Interim Financial Reporting

· FRS 137 
Provisions, Contingent Liabilities and Contingent Assets

· Amendment to FRS 119 2004 Employee Benefits – Actuarial Gains and Losses, Group Plans and Disclosures
· Amendment to FRS 121 The Effects of Changes in Foreign Exchange Rates – Net Investment in a Foreign Operation

· IC Interpretation 1 Changes in Existing Decommissioning, Restoration and Similar Liabilities

· IC Interpretation 2 Members’ Shares in Co-operative Entities and Similar Instruments

· IC Interpretation 5 Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds

· IC Interpretation 6 Liabilities arising from Participating in a Specific Market – Waste Electrical and Electronic Equipment

· IC Interpretation 7 Applying the Restatement Approach to FRS 129 Financial Accounting in Hyper inflationary Economies

· IC Interpretation 8 Scope of FRS 2 Share-based Payments

A1
Changes In Accounting Policies and effects arising from Adoption of New and Revised FRSs (Cont’d)
The adoption of the above FRSs, amendments to FRS and IC Interpretations does not have any significant financial impact on the Group. The MASB had also issued FRS 139 Financial Instruments: Recognition and Measurement, for which the MASB has yet to announce the effective date. The impact of applying FRS 139 on the financial statements upon first adoption of this standard as required by paragraph 30(b) of FRS 108 Accounting Policies, Changes in Accounting Estimates and Errors is not required to be disclosed by virtue of exemptions provided under paragraph 103AB of FRS 139.

A2
Disclosure of Audit Report 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 Affecting the Assets, Liabilities, Equity, Net Income or Cash Flows
There were no unusual items affecting the assets, liabilities, equity, net income or cash flows of the Group for the current financial period other than: 

· The provision for doubtful debts amounting to RM7.06 million arising for the financial period todate, arising from unaccounted and unauthorized withdrawals made by certain former directors; and

· The correction of certain misstatements which have resulted in a qualified audit opinion in respect of the financial statements for the year ended 31 July 2007. The correction of the above misstatements has been taken up as a prior year adjustment and as disclosed in Note B14, certain comparatives and balances have been restated. 
As mentioned in B11 (iii) and (iv), the Group has instituted legal action to recover the doubtful debts arising from the above withdrawals and restatements.
A5
Material Changes in Estimates

There were no changes in estimates of amounts reported in the prior interim period of the current financial year or in the prior financial year that has a material effect on the results of the current quarter.
A6
Changes in Debt 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 30 April 2008.

A7
Dividends Paid

No dividend has been paid for the current quarter and financial year-to-date.
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.

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 or contingent assets that have 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 30 April 2008, the Group achieved consolidated revenue of RM19.98 million which was approximately 91% 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 higher revenue, the Group recorded a profit after tax of RM0.65 million for the current quarter as compared to profit after tax of RM0.16 million in the preceding corresponding quarter. 
B2
Material Changes in Profit before Taxation for the Current Quarter with Immediate Preceding Quarter

	
	3rd Quarter
	
	Preceding Quarter

	
	30 Apr 2008
	
	31 Jan 2008

	
	RM’000
	
	RM’000

	Revenue


	19,975
	
	16,677

	Pre-tax profit / (loss) before minority interests and after share of profit after tax of associated company
	1,303
	
	(5,843)


For the current quarter, the Group achieved revenue of RM19.98 million, representing an increase of 19.78% as compared to the preceding quarter ended 31 Jan 2008. In tandem with 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 a pre-tax loss of RM5.84 million for the preceding quarter to a pre-tax profit of RM1.30 million for the current quarter.
B3
Prospects Commentary
Barring any unforeseen circumstances, the Directors are cautiously optimistic that the business strategies currently being implemented by the Group will improve the operational performance and financial position of the Group. 
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.
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B5
Taxation

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

	
	3rd Quarter

30 Apr 2008

RM’000
	
	9 months ended

30 Apr 2008

RM’000

	Income tax - Current year
	           (501)
	
	        (1,505)

	Income tax - Prior year
	           (300)
	
	           (300)

	Deferred tax
	             146
	
	             326

	
	           (655)
	
	        (1,479)


Higher effective tax rate for the Group is principally due to certain expenses that are not tax deductible.
B6
Profit/(Loss) on Sale of Unquoted Investments and/or Properties

There was no sale of unquoted investments and/or properties for the current quarter.
B7
Purchase/(Disposal) of Quoted Securities

A summary of the Group’s purchase and disposal of quoted securities for the current quarter and financial year-to-date is as follows:
	
	3rd Quarter

30 Apr 2008

RM’000
	
	9 months ended
30 Apr 2008

RM’000

	
	
	
	

	Purchase consideration
	-
	
	19,497

	Sale proceeds
	-
	
	(18,783)

	Loss from disposal of quoted securities
	-
	
	(714)


The Group did not hold any investments in quoted securities as at 30 April 2008. 
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 had no borrowings or debt securities as at 30 April 2008.
B10
Off Balance Sheet Financial Instrument

There were no financial instruments with off balance sheet risk as at 30 April 2008.
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B11
Changes in Material Litigation 

There were no pending material litigation as at 24 Jun 2008 being a date not earlier than 7 days from the date of this quarterly report except for the following :-
(i)
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.

The parties are in the midst of completing the exchange of affidavits for the purpose of the hearing of the Petition. In addition, the parties have indicated that they intend to explore the possibility of an out of court settlement. In view of this, the Court has fixed the Petition for further mention on 7 July 2008.
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(ii)
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 18 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 that parties write to the Chief Justice (then 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 had written to the Chief Justice (acting as the Chief Judge of Malaya) on 3 July 2007 and thereafter to the newly appointed Chief Judge of Malaya on 28 November 2007. The Chief Judge of Malaya had vide the letter dated 26 December 2007 directed that the application should be heard by the current Judge sitting in the Johor Bahru High Court. 

The application to strike out the Plaintiffs’ action came up for hearing before the Johor Bahru High Court on 5 May 2008. However, the parties have indicated that they intend to explore the possibility of an out of court settlement. In view of this, the Court has fixed the application for mention on 7 October 2008.
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(iii)
Kuala Lumpur High Court Commercial Division - Suit No. D8-22-453-2008

Between Multi-Code Electronics Industries (M) Berhad (“1st Plaintiff”), Plasmet Industries (M) Sdn Bhd (“2nd Plaintiff”), Gordon Toh Chun Toh (“1st Defendant”), Dato’ Abul Hasan Bin Mohamed Rashid (“2nd Defendant”), Kalwant Singh (“3rd Defendant”), Elliott Gordon Singapore Private Limited (“4th Defendant”), Elliott Gordon & Company International Limited (“5th Defendant”), Ace Prelude Holdings Sdn Bhd, formerly known as Ace Prelude Sdn Bhd (“6th Defendant”), Lily Chong Kui Foh (“7th Defendant”), Teng Sin Pyng (“8th Defendant”), Westcape Investments Limited (“9th Defendant”), Wong Jit Kiang (“10th Defendant”), Liew Then Boh (“11th Defendant”) and Paul Ong & Associates (Sued as a Firm) (“12th Defendant”)

Description of Claim 

A legal action has been commenced in the Kuala Lumpur High Court (Commercial Division) by Multi-Code Electronics Industries (M) Berhad (“MCE”) and its subsidiary, Plasmet Industries (M) Sdn Bhd (“Plasmet”) (collectively referred to as “the Company”) against the abovementioned defendants for inter alia, fraud, conspiracy to defraud, knowing assistance and knowing receipt and for breach of fiduciary and fidelity duties owed to the Company by the 1st, 2nd and 3rd Defendants and to recover the sum of RM44,188,262.82 paid out of the Company’s funds.

Status of Proceeding
The Company has since filed and obtained an ex-parte Mareva Injunction and an ex-parte Anton Piller Order on 8 April 2008 against various Defendants as an interim measure pending the full disposal of the abovementioned legal proceedings. The inter-parte hearing of the Mareva Injunction between the Company and the abovementioned 2nd Defendant is now fixed for hearing on 30 June 2008.

The Company has also filed and obtained a Banker’s Book (Evidence) Act Order against 3 banks, namely Ambank (M) Berhad, Public Bank Berhad and Malayan Banking Berhad which permits the Company to examine the relevant banker’s books to trace the monies paid into various different accounts, belonging to the various Defendants.

In the interim, the 2nd Defendant has also filed an application to set aside and/or to vary the Orders of 8 April 2008 obtained against the 2nd Defendant and are also fixed for hearing on 30 June 2008. Pending disposal of the same, parties have mutually agreed and consented to an interim variation of the Mareva Injunction Order applicable only to the 2nd Defendant.

The Company has also been unable to serve the cause papers of the abovementioned proceedings on the 7th and 8th Defendants as the addresses provided were fraudulent, the Company will be making an application to the High Court to serve the same by way of substituted service. The Company will also be seeking leave of the Court to issue and serve the cause papers out of jurisdiction to the 9th Defendant, who is registered in the British Virgin Islands.
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(iv)
Singapore Court Suit No. 258 OF 2008/N
Between Multi-Code Electronics Industries (M) Berhad (“1st Plaintiff”), Plasmet Industries (M) Sdn Bhd (“2nd Plaintiff”), Gordon Toh Chun Toh (“1st Defendant”), Dato’ Abul Hasan Bin Mohamed Rashid (“2nd Defendant”), Kalwant Singh (“3rd Defendant”), Elliott Gordon Singapore Private Limited (“4th Defendant”), and Westcape Investments Limited (“5th Defendant”)

We obtained a Mareva injunction on all 5 Defendants on 11 April 2008.
The Writ of Summons and the Order of Court have since been served on the 1st to 4th Defendants. The 5th Defendant does not appear to have a presence in Singapore. We have therefore instructed our solicitors in Singapore to wait for its response to the Malaysian action (if any) before applying to Court for leave to serve process out of jurisdiction.

The 1st, 3rd and 4th Defendants, have applied for a discharge of the Mareva injunction and a stay of the Singapore proceedings (“the Applications’).
The applications were fixed for a full-day hearing on Tuesday, 24 June 2008, but due to the unavailability of judges, the hearing has been postponed. We will be informed of the fresh date shortly.

The 2nd Defendant has entered an appearance to the action but failed to file and serve his Defence which was due on Thursday, 12 June 2008. His solicitors have since reverted back and requested for an extension of time to file his Defence pending the hearing of the 1st Defendant’s application. We have given him till 27 June 2008 to do so.
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B12
Dividends

No dividend is recommended for the current quarter.

B13
Loss per Share

(a) Basic loss per share

The basic loss per share is calculated by dividing the Group's loss after tax and minority interests, attributable to ordinary shareholders by the weighted average number of ordinary shares in issue of 44,404,700 (30 April 2007: 44,404,700) ordinary shares during the financial year.

(b) Fully diluted loss per share
There is no effect of dilution from share options for the current quarter and 9 months ended 30 April 2008 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 the audit for the year ended 31 July 2007, the auditors were unable 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: 
· 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;
· The Group's investment in a foreign investment fund amounting to RM3,508,670; and 
· 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.
The above amounts 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.
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B14
Audit Qualifications for the financial year ended 31 July 2007 (Continued)
The following restatements have been made to the financial statements for the year ended 31 July 2007 to correct the misstatements which had resulted in a qualified audit opinion: 
	
	
	Audited
	
	Adjustment
	
	Restated

	
	
	31-Jul-07
	
	
	
	31-Jul-07

	
	
	RM'000
	
	RM'000
	
	RM'000

	Consolidated Balance Sheet
	
	
	
	
	
	

	Other receivables
	
	      4,958 
	
	          (4,309)
	
	         649 

	Cash and bank balances
	
	     32,134 
	
	        (28,604)
	
	      3,530 

	Foreign investment fund
	
	      3,509 
	
	          (3,509)
	
	           -   

	Other payables
	
	      4,620 
	
	            (727)
	
	      3,893 

	Minority interests
	
	      1,737 
	
	            (805)
	
	         932 

	Reserves
	
	35,240
	
	        (34,889)
	
	     351

	
	
	
	
	
	
	

	Consolidated Income Statement
	
	
	
	
	
	

	Profit / (Loss) after tax
	
	      1,524 
	
	        (35,694)
	
	    (34,170)


	Profit / (Loss) after tax
	

	
	RM’000

	Audited
	      1,524 

	Reversal of interest receivable
	        (964)

	Reversal of unrealised gain on foreign exchange
	          (20)

	Provision for doubtful debts
	    (34,710)

	Restated
	    (34,170)


As mentioned in B11 (iii) and (iv), the Group has instituted legal action to recover the doubtful debts arising from the above withdrawals and restatements.
By Order of the Board

Lee Wee Hee (MAICSA 0773340)

Pow Juliet (MAICSA 7020821)

Companies Secretaries

Johor Bahru

Date: 25 June 2008
c.c. Securities Commission
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