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

(Incorporated in Malaysia)
EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT – 3RD QUARTER ENDED 30 APRIL 2009

A. compliance with FRS 134
A1
Accounting Policies and Method of Computation

The interim financial report is unaudited and is prepared in accordance with Financial Reporting Standards (“FRS”) 134, Interim Financial Reporting and paragraph 9.22 of the Bursa Malaysia Securities Berhad ("Bursa Malaysia") Listing Requirements. This unaudited interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 July 2008.
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 2008.
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 2008 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 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.
A5
Material Changes in Estimates

There were no changes in estimates that have a material effect in 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 2009.

A7
Dividends Paid

No dividend has been paid during the financial period ended 30 April 2009.
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 financial period that have not been reflected in the interim financial reports for the said period as at the date of this report.
A11
Changes in the Composition of the Group

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

A12
Contingent Liabilities and Contingent Assets

The Group has no contingent liabilities or contingent assets as at 30 April 2009.
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B1
Review of Performance 
Comparison to preceding year corresponding quarter

For the third quarter ended 30 April 2009, the Group achieved consolidated revenue of RM19.31 million which was approximately 3.32% lower than the preceding year corresponding quarter. The decrease is attributable to lower demand for the Group’s products from its main customers due to slowdown in market demand. The Group recorded a loss after tax of RM555,000 for the current quarter as compared to profit after tax of RM648,000 in the preceding year corresponding quarter. This was mainly due to changes in product mix and higher costs incurred in the current quarter.

Comparison to preceding year corresponding period
For the 9-month cumulative period ended 30 April 2009, the Group achieved consolidated revenue of RM62.18 million which was approximately 22.13% higher than the preceding year corresponding period. The increase is attributable to higher demand for the Group’s products from its main customers. The Group recorded a profit after tax of RM1.32 million for the current period as compared to loss after tax of RM4.45 million for the same period in preceding year. This was mainly caused by the provision for doubtful debts amounting to RM7.24 million, arising from unaccounted and unauthorised withdrawals made by certain former directors, incurred in the preceding year corresponding period.
B2
Material Changes in Profit before Taxation for the Current Quarter with Immediate Preceding Quarter

	
	Current
Quarter
	
	Preceding Quarter

	
	30 April 2009
	
	31 Jan 2009

	
	RM’000
	
	RM’000

	Revenue


	19,311
	
	18,694

	Pre-tax profit / (loss) before minority interests and after share of profit after tax of associated company
	(686)
	
	421


For the current quarter, the Group achieved revenue of RM19.31 million, representing an increase of 3.30% as compared to the preceding quarter ended 31 Jan 2009. The increase is attributable to higher demand for the Group’s products from its main customers. Pre-tax profit / (loss) before minority interests and after share of profit after tax of associated company for the quarter under review recorded a decrease from a pre-tax profit of RM421,000 for the preceding quarter to a pre-tax loss of RM686,000 for the current quarter. This was mainly due to higher costs incurred in the current quarter.
B3
Prospects Commentary
The Board and management are cautious of the Group’s performance for the remaining period of the current financial year given the on-going global slowdown. To cope with the tough challenges ahead, the Group will continue its efforts to improve the efficiency and productivity of the Group operations and to position itself to capitalise on any new business opportunities that may arise in the near future in order to sustain the Group’s continuous growth.
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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
	

	INDIVIDUAL QUARTER
	
	CUMULATIVE QUARTER

	
	Current year 

quarter

30 Apr 2009
	Preceding year corresponding

quarter

30 Apr 2008
	
	Current year

to date

30 Apr 2009
	Preceding year corresponding period

30 Apr 2008

	
	RM'000
	RM'000
	
	RM'000
	RM'000

	
	
	
	
	
	

	Income tax:
	
	
	
	
	

	 - Current period 
	(136)
	501
	
	151
	1,505

	 - Under / (over)- provision in prior year
	(18)
	300
	
	(18)
	300

	
	(154)
	801
	
	133
	1,805

	Deferred tax
	23
	(146)
	
	20
	(326)

	
	
	
	
	
	

	Tax expense/ (income)
	(131)
	655
	
	153
	1,479


The disproportionate tax rate for the current quarter under review is mainly due to claiming of expenses disallowed previously.
 
The effective rate for the current period under review is lower than the statutory rate principally due to claiming of expenses disallowed previously, claiming of reinvestment allowance and gain on disposal of properties which is not subject to tax.
B6
Profit/(Loss) on Sale of Unquoted Investments and/or Properties
There was no sale of unquoted investments in the current quarter.

There was disposal of properties resulting in the gain of RM233,000 for the financial period ended 30 April 2009.
B7
Purchase/(Disposal) of Quoted Securities

There were no purchase and disposal of quoted securities during the financial period ended 30 April 2009.

B8
Status of Corporate Proposals

There were no corporate proposals announced by the Company as at the date of issue of this quarterly report.
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B9
Group Borrowings and Debt Securities

Group borrowings as at 30 April 2009 :
	
	
	RM’000

	(a)
	Secured borrowings
	2,995

	
	Unsecured borrowings
	-

	
	
	2,995

	
	
	

	(b)
	Short term
	

	
	· trade financing (secured)
	2,201

	
	· hire purchase payable
	88

	
	
	2,289

	
	
	

	
	Long term
	

	
	· hire purchase payable
	706

	
	
	706

	
	
	

	
	Total borrowings
	2,995


All the above borrowings are denominated in Ringgit Malaysia.
B10
Off Balance Sheet Financial Instrument

As at the date of issue of this interim financial report, there were no off balance sheet financial instruments being transacted.
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B11
Changes in Material Litigation

There were no pending material litigation as at 18 June 2009 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)
Between Multi-Code Electronics Industries (M) Bhd (“Petitioner”) & Wirapadu Sistem Sdn Bhd (1st Respondent) & Dato’ Mohd Nazir bin Mohd Ali (2nd Respondent)

On 1st 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.

At the hearing of the Petition on 20th May 2009, the Court directed the parties to file in their written submissions. The Court thereafter fixed the Petition for further hearing on 15th July 2009 pending the parties’ filing of their written submissions.  

(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. This application was initially fixed for hearing on 3 March 2009. Pursuant to the request of counsel for the Plaintiffs, the Court adjourned the hearing on 3 March 2009 to 24 June 2009.
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B11
Changes in Material Litigation (Continued)
(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”)

A legal action was 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.

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. 

On 20 May 2009, the High Court had upheld and affirmed the Ex-Parte Orders and had dismissed the 2nd Defendant’s application to set aside the Ex-Parte Orders. Similarly, on 20 March 2009, the High Court had also dismissed the 1st and 4th Defendants’ application to set aside the Ex-Parte Orders.

The 2nd Defendant did on 22 May 2009 lodged an appeal to the Court of Appeal against the learned High Court Judge’s decision of 20 May 2009. No appeal date has been fixed yet. In the interim, vide a High Court Order dated 5 June 2009, the following interim orders were made in favour of the 2nd Defendant pending the disposal of his appeal to the Court of Appeal:

The Inter-Partes Mareva Injunction will be varied to the extent that the 2nd Defendant will be allowed a limit of RM55,000 per month only.

The 2nd Defendant is allowed to uplift 2 Fixed Deposit Accounts totalling RM200,000 and to deposit the same into his CIMB Bank Account to account for his ordinary living expenses. By consent, a copy of the deposit slip is to be forwarded to the Plaintiffs' counsel as proof that the uplifted fixed deposit amounts was deposited into the said CIMB Account.

The 2nd Defendant is allowed to retain his passport and the usage of his credit cards and cheque books but the usage of the same is subjected to the total limit of monthly expenses of RM55,000 a month.

The above interim variations are subjected to the condition that the 2nd Defendant files a monthly affidavit by the 24th of each month together with the supporting documents (where possible) to evidence the expenses and also together with the latest monthly bank account statement for that CIMB Bank Account to enable the Plaintiff’s solicitors to monitor his monthly expenses.

The learned Judge had also made an order to stay the trial of the action pending the appeal to the Court of Appeal.
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B11
Changes in Material Litigation (Continued)
(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”)

As against the 1st, 3rd and 4th Defendants

A stay of the Singapore proceedings was ordered as against the 1st, 3rd and 4th Defendants on 4 August 2008.  Whilst the Singapore Mareva Injunction is discharged as against the 3rd Defendant, it remains in place as against the 1st and 4th Defendants. 

The Plaintiffs have filed a proof of debt on or about 22 December 2008 against the 4th Defendants who have been subjected to a compulsory winding up on or about September 2008.

The 3rd Defendant filed for a review of his Bill of Costs No. 1 of 2009/D which was heard on 22 May 2009, followed by another hearing on 3 June 2009 to assess the amount payable by the Plaintiffs to the 3rd Defendant. At the end of the hearing, the Court ordered that the Plaintiffs pay the total sum of S$18,320.81.  The 3rd Defendant has filed for another review of the Court’s order which will be heard on 3 July 2009.

As against the 2nd Defendant

The 2nd Defendant and the Plaintiffs have agreed to a stay of proceedings in Singapore against the 2nd Defendant on condition that the Singapore Mareva Injunction remain in place.  An Order of Court pursuant to the agreement was filed on 20 January 2009.

As against the 5th Defendants

Interlocutory Judgment in default of appearance was filed against the 5th Defendants on 20 February 2009 for, inter alia, the sum of RM44,188,262.82.  The Plaintiffs’ solicitors have served the said Interlocutory Judgment on the 5th Defendants together with their cover letter asking that the 5th Defendants make payment by 31 March 2009.
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B12
Dividends

No dividend is recommended for the current financial year.

B13
Earnings/ (Losses) per Share
The basic and diluted earnings/(losses) per share are calculated as follows :

	
	INDIVIDUAL QUARTER
	
	CUMULATIVE QUARTER

	
	Current  quarter ended
	Comparative quarter ended
	
	9-month cumulative to date
	9-month cumulative to date

	
	30 Apr 2009

	30 Apr 2008

	
	30 Apr 2009

	30 Apr 2008


	Net profit / (loss) for the period attributable to ordinary equity holders of the parent (RM’000)
	(549)
	545
	
	1,313
	(4,587)

	
	
	
	
	
	

	Weighted average number of ordinary

shares in issue (‘000)
	44,405
	44,405
	
	44,405
	44,405

	
	
	
	
	
	

	Basic and diluted earnings/ (losses) per share (sen)
	(1.24)
	1.23
	
	2.96
	(10.33)


B14
Memorandum of Understanding (“MOU”)

The Company had entered into a MOU with Hella Australia Pte Ltd (“Hella”) on 11 March 2009 which sets forth a framework for the consultation and exchange of information and technology. Subject always to the execution of a definitive agreement, Hella and the Company agreed that their co-operation and collaboration for the consultation and exchange of information and technology shall be carried out in the manner as set forth in detail in the MOU. Save for the above, there is no further development to date.

Technical Assistance Agreement (“TAA”)
The Company had entered into a TAA with Mayur Industries Ltd (“Mayur”) on 15 April 2009. The TAA sets out the framework for the Company to assist Mayur to purchase equipment and products designed by MCE in order to manufacture such products and to establish and upgrade its manufacturing facility. MCE also assists to make available technical information and advice to Mayur. The Company and Mayur agreed that their co-operation and collaboration for the consultation and exchange of information and technology shall be carried out in the manner as set forth in detail in the TAA. Save for the above, there is no further development to date.
By Order of the Board

Lee Wee Hee (MAICSA 0773340)

Pow Juliet (MAICSA 7020821)

Companies Secretaries

Johor Bahru

Date: 24 June 2009
c.c. Securities Commission
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