D’NONCE TECHNOLOGY BHD.

(503292-K)


Notes to the unaudited results of the Group for the second quarter ended 28 February 2007.

1
 Basis of Preparation

The interim financial statements are unaudited and have been prepared in accordance with the requirements of FRS 134: Interim Financial Reporting and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad. 


The interim financial statements should be read in conjunction with the audited financial statements for the year ended 31 August 2006. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the financial year ended 31 August 2006.       

2    Changes in Accounting Policies 

The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 August 2006 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 September 2006: 

	FRS 2 
	Share-based Payment 

	FRS 3 
	Business Combinations 

	FRS 5 
	Non-current Assets Held for Sale and Discontinued Operations 

	FRS 101 
	Presentation of Financial Statements 

	FRS 102 
	Inventories 

	FRS 108 
	Accounting Policies, Changes in Estimates and Errors 

	FRS 110 
	Events after the Balance Sheet Date 

	FRS 116 
	Property, Plant and Equipment 

	FRS 121 
	The Effects of Changes in Foreign Exchange Rates 

	FRS 127 
	Consolidated and Separate Financial Statements 

	FRS 128 
	Investments in Associates 

	FRS 131 
	Interests in Joint Ventures 

	FRS 132 
	Financial Instruments: Disclosure and Presentation 

	FRS 133 
	Earnings Per Share 

	FRS 136 
	Impairment of Assets 

	FRS 138 
	Intangible Assets 

	FRS 140 
	Investment Property 


The adoption of all 17 FRSs above 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 as follows: 

(a) FRS 2: Share-based Payment

The Company has taken advantage of the transitional provisions set out in paragraph 53 of FRS 2 under which the new recognition and measurement policies is only applied to grant of options that were granted after 31st December 2004 and had not vested at 1 January 2006. As the Company employee share options scheme was granted on 20 November 2003 which was before 31 December 2004, therefore, the recognition and measurement policies required under FRS 2 is not applied to such share options. Nonetheless, the Company has disclosed information relating to the employee share options scheme in Note 22 so as to enable users of the financial statements to understand the nature and extent of share-based payment arrangements that existed during the period.

(b) FRS 3: Business Combinations

Under FRS 3, goodwill is test for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in profit or loss and subsequent reversal is not allowed. Prior to 1 September 2006, goodwill was also not amortised but was reviewed for annual impairment. No policy was made with regard to the reversal of impairment loss on goodwill. 

(c) FRS 101: Presentation of Financial Statements 

The adoption of the revised FRS 101 has affected the presentation of minority interest, 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. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest. 

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

(d) FRS 121 The Effects of Changes in Foreign Exchange Rates

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in which the entity operates (the ‘functional currency’). The consolidated financial statements are presented in Ringgit Malaysia, which is the Company’s functional and presentation currency.

Under the revised FRS 121, exchange differences arising on a monetary item that forms part of a reporting entity’s net investment in a foreign operation, where that monetary item is denominated in a currency other than the functional currency of either the reporting entity or the foreign operation, are to be recognised in profit or loss in the consolidated financial statements.

Goodwill acquired in business combinations prior to 1 September 2006 and fair value adjustments arising on those acquisitions are deemed to be assets and liabilities of the parent company and were translated using the exchange rate at the dates of acquisitions. 

(e) FRS 140: Investment Property

Investment properties are properties which are held either to earn rentals or for capital appreciation or both. Such properties are measured initially at cost, including transaction costs. Subsequent to initial measurement, investment properties are stated at cost less accumulated depreciation and impairment losses.

In the previous years, all investment properties included in property, plant and equipment were carried at cost. Following the adoption of FRS 140 Investment Property, the property, plant and equipment with the carrying amount of approximately RM6,174,000 has been reclassified to investment property and presented separately on the balance sheet. Freehold land is not depreciated. Depreciation of the buildings is provided on a straight line basis over the estimated useful lives.

3
Audit Report of the Preceding Annual Financial Statements


The audit report of the Group’s annual financial statements for the year ended 31 August 2006 was not subjected to any qualification.

4
Seasonality and Cyclical Operations




The Group is subjected to the cyclical effects of the electronic industry as a result of the volatility of demand.


5
Nature and Amount of Items Affecting Assets, Liabilities, Equity, Net Income or Cash Flow that are Unusual Because of Their Nature, Size or Incidence.


There were no items affecting assets, liabilities, equity, net income or cash flow that are unusual because of their nature, size or incidence for the current quarter and financial year to date.

6 Material Changes in Accounting Estimates


There were no changes in accounting estimates of amounts reported in prior interim periods or the current financial period or changes in estimates of amounts reported in prior financial years.

7
Issuances, Cancellations, Repurchases, Resale and Repayments of Debt and Equity Securities

There were no issuances or repayment of debt and equity securities, share buy-back, share cancellations, shares held as treasury shares or resale of treasury shares for the current financial period.               

8
Dividend Paid 

No dividend was paid during the financial year to date. 

9
Segmental Reporting

The Group’s segmental analysis is as follows:

	6 months period ended

28 February 2007
	Integrated Supply Chain Products And Services
	Contract Manufacturing Services
	Supply of Packaging Materials
	Plastic Injected Mould Products
	Eliminations
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	REVENUE
	
	
	
	
	
	

	External revenue
	31,358
	12,312
	37,007
	336
	-
	81,013

	Inter-segment revenue 
	1,411
	876
	5,594
	1,518
	(9,399)
	-

	Total segment revenue
	32,769
	13,188
	42,601
	1,854
	(9,399)
	81,013

	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	

	Segment results
	800
	2,054
	1,031
	(35)
	-
	3,850

	Unallocated corporate expenses
	
	
	
	
	
	(1,094)

	Operating profit
	
	
	
	
	
	2,756

	Finance costs, net
	
	
	
	
	
	(631)

	Profit before taxation 
	
	
	
	
	
	2,125

	Taxation
	
	
	
	
	
	(438)

	Profit after taxation
	
	
	
	
	
	        1,687

	
	
	
	
	
	
	

	6 months period ended

28 February 2006
	Integrated Supply Chain Products And Services
	Contract Manufacturing Services
	Supply of Packaging Materials
	Plastic Injected Mould Products
	Eliminations
	Total

	
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	REVENUE
	
	
	
	
	
	

	External revenue
	27,065
	18,983
	35,318
	301
	-
	81,667

	Inter-segment revenue 
	5,866
	1,450
	9,680
	1,097
	(18,093)
	-

	Total segment revenue
	32,931
	20,433
	44,998
	1,398
	(18,093)
	81,667

	
	
	
	
	
	
	

	RESULTS
	
	
	
	
	
	

	Segment results
	828
	2,236
	2,262
	(93)
	-
	5,233

	Unallocated corporate expenses
	
	
	
	
	
	(1,757)

	Operating profit
	
	
	
	
	
	3,476

	Finance costs, net
	
	
	
	
	
	(563)

	Profit before taxation 
	
	
	
	
	
	2,913

	Taxation
	
	
	
	
	
	(559)

	Profit after taxation
	
	
	
	
	
	        2,354

	
	
	
	
	
	
	


10
Valuation of Property, Plant and Equipment

The valuations of the property, plant and equipment have been brought forward without any amendments from the previous audited financial statement.

11
Subsequent Material Events 

There were no material events that have taken place subsequent to the Balance Sheet date.  

12
Changes in the Composition of the Group


 There were no changes in the composition of the Group during current financial quarter. 
13
Changes in Contingent Liabilities and Assets

The Company provided corporate guarantees amounting to RM17,016,000 for the banking facilities granted to certain subsidiary companies.

14
Capital Commitment 


The amount of commitments for the purchase of machinery and equipment not provided for in the interim financial statements as at 28 February 2007 is as follows:

	
	RM’000



	Approved and contracted for
	368


15
Review of Performance of the Group








Group revenue for cumulative quarter in current financial year is fairly consistent with the cumulative quarter of last financial year. As compared to the cumulative quarter of last financial year, the Group profit before taxation has shown a reduction by RM0.8 million. 

The reduction in the Group's earnings was mainly attributed to the profit margin erosion due to pricing pressure under strong competitive environment besides foreign exchange losses and the retrenchment cost in a subsidiary company.
16
Material Changes in the Profit Before Taxation for the Quarter Reported On as Compared With the Immediate Preceding Quarter


Current quarter revenue is recorded at RM38 million as against RM43 million in the immediate preceding quarter. The profit before taxation has also recorded a drop by RM2.1 million against immediate preceding quarter.

The lower revenue and profit before taxation in current quarter as compared to immediate preceding quarter was mainly attributed to the cyclical changes as the number of production days in quarter two is shorter. In addition, the retrenchment cost in a subsidiary company has also impact our current quarter performance. 



17   Current Year Prospects

The remaining quarters would remain challenging due to the uncertainty of the business outlook especially in the Electronic and Electrical sector. In spite of the challenging times as well as the competitive pressure the Group will, among others, restrategise its business directions to focus on core products, to identify new markets while realigning our marketing force and to effectively monitor the execution of our plans. 
18   Profit Forecast and Profit Guarantee

Not applicable.

19 Taxation

	
	Current Quarter
	Cumulative Quarter

	
	28 February 2007

RM’000
	28 February 2006

RM’000
	28 February 2007

RM’000
	28 February 2006

RM’000

	Income tax:

   Current period

Deferred tax:

    Current period

    Provision no longer required                                 


	94

-

-
	262

-

4
	352

-

86
	554

-

5

	Total tax expenses
	94
	266
	438
	559


The effective taxation rate is lower than 27% primarily due to a foreign subsidiary enjoying pioneer status  

which exempt its profit from taxation.

20
Sales of Un-quoted Investments and/or Properties

There were no sales of un-quoted investments and/or properties for the current quarter and financial year to date.

21
Quoted Investments

(a) There were no purchases or disposal of quoted securities for the current quarter and financial year to date  and;

(b) The Company had no investment in quoted securities as at the end of this reporting period.

22 Corporate Proposal


22(a) Status of Corporate Proposals 


There were no corporate proposals announced but not yet completed as at the date of this report except as  

        follows:-

· Employees’ Share Option Scheme (ESOS)

(i) First tranche of ESOS options

The Company had on 20 November 2003 granted 3,851,000 options under the ESOS to the eligible employees at the option price of RM1.00 per share. By the deadline for the acceptance of the options on 19 December 2003, 3,270,000 options were accepted by the eligible employees. As at 10 April 2007, 1,101,000 options were exercised by the eligible employees at the option price of RM1.00 per share, leaving the balance of  2,169,000 options remained unexercised.  

    

(ii) 
Second tranche of ESOS options

220,000 options were granted to the eligible employees on 16 March 2004 at the option price of RM1.34 per share. By the deadline for the acceptance of the options on 15 April 2004, 177,000 options were accepted by the eligible employees. As at 10 April January 2007, the second tranche ESOS options has not yet been exercised by the eligible employees.

· Proposed Acquisition Of Land And Building And Printing Machinery

On 16 June 2006, ISCM Industries (Thailand) Co., Ltd. had entered into an Asset Purchase Agreement with
Safeskin Industries (Thailand) Limited to acquire a piece of land together with factory buildings erected thereon and printing  machinery and equipment for a purchase consideration of USD3,900,000 (“Proposed Acquisition”). The said Proposed Acquisition has been completed on 15 March 2007.

22(b) Status of Utilization of Proceeds from the ESOS

There were no proceeds during the current financial period.

 23  Group Borrowings and Debt Securities








        The Group Borrowings as at the end of the reporting period comprised secured term loan, bank overdrafts, bills   

        payable and hire purchases denominated in Ringgit Malaysia payable in the following manner:-



	
	As At 

28 February 2007

RM’000
	As At

31 August 2006

RM’000

	Secured:

Short Term
	13,368
	12,354

	Long Term
	2,658
	2,771

	Total 
	16,026
	15,125

	Unsecured:

Short Term
	                   -
	-

	Long Term
	             5
	             5

	Total   
	5
	5

	Grand Total
	16,031
	15,130


24
Off Balance Sheet Financial Instrument



As at 10 April 2007, the foreign exchange contracts that have been entered into by the Group to hedge its trade receivables and payables are as follows:-

	Financial Instruments

(Matured Within 6 months) 
	Contract Amount (USD’000)
	Equivalent Amount

(RM’000)

	Foreign Exchange Contract
	350
	1,208



The instrument above is viewed as a risk management tool by the Group and is not used for trading and speculative purposes. The gain and losses on foreign exchange contracts are recognized in the income statements upon realization.

25
Material Litigation


The Group is not engaged in any material litigation as at 10 April 2007 except for a claim by DAE-A Lead Wire Co., Ltd. (Dae- A) for a sum of approximately USD507,000 against a subsidiary company, D'nonce (M) Sdn Bhd (D'nonce) with regard to goods sold to D'nonce. D’nonce has claimed that the Plaintiff’s goods which have been fully accrued are defective and not according to specifications. Furthermore, D’nonce has correspondence with the Plaintiff establishing its complaints regarding the quality of the Plaintiff’s goods.  The legal advisers have advised the directors of the subsidiary that in view of this there is a likelihood that the Plaintiff’s claim may not succeed. 

No provision has been made by the directors of D’nonce for any further liabilities that may arise relating to the above claim.

26
Dividend

The Directors will not be recommending any dividend for the current financial period.


27
Earnings Per Share
         
                  

 
	
	Current Quarter
	Cumulative Quarter

	Basic
	28 February 2007
	28 February 2006
	28 February 2007
	28 February 2006

	Profit attributable to ordinary equity holders of the parent  (RM’000)
	(447)
	325
	694
	1,457

	Weighted average number of ordinary shares in issue (‘000)
	45,101
	45,101
	45,101
	45,101

	Basic earnings per share (sen)

	(0.99)
	0.72
	1.54
	3.23


	
	Current Quarter
	Cumulative Quarter

	Diluted
	28 February 2007
	28 February 2006
	28 February 2007
	28 February 2006

	Profit attributable to ordinary equity holders of the parent (RM’000)
	(447)
	325
	694
	1,457

	Weighted average number of ordinary shares in issue (‘000)
	45,101
	45,101
	45,101
	45,101

	Effect of dilution : share options (‘000)
	-
	-
	-
	-

	Adjusted weighted average number of ordinary shares in issue and issuable(‘000)
	45,101
	45,101
	45,101
	45,101

	Diluted earnings per share (sen)
	(0.99)
	0.72
	1.54
	3.23


28 Authorisation For Issue

The Board of Directors authorised the issue of this unaudited interim financial statements on 16 April 2007. 

By Order of the Board








Gunn Chit Geok

Yeap Kok Leong

Company Secretaries

16 April 2007

Pulau Pinang
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