DATAPREP HOLDINGS BHD

Interim report for the 3rd quarter and 9 months ended 31 December 2003

Notes to the Interim Financial Statements

1.
Basis of preparation

This unaudited interim report is prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the MSEB Listing Requirements, and should be read in conjunction with the Group’s financial statements for the year ended 31 March 2003.

The same accounting policies and method of computation are followed in the interim financial report as compared with the audited annual financial statements for the year ended 31 March 2003, except for the adoption of MASB 25-Income Taxes which become effective for annual financial statements covering periods beginning on or after 1 July 2002. The changes and effects of adopting MASB 25 which resulted in prior year adjustments are disclosed in Note 28.
The Group and the Company have commenced recognition of deferred tax assets for all deductible temporary differences and unused tax losses, when it is probable that sufficient taxable profit will be available against which the deductible temporary differences and unused tax losses can be utilized. Previously, deferred tax assets were not recognized unless there was reasonable expectation of their realization.

This change in accounting policy has been applied retrospectively and the comparatives have been restated as disclosed in Note 28. 

2. Audit qualification of the preceding annual financial statement

No qualification was stated in the Auditors’ Report on the annual financial statements for the year ended 31 March 2003.

3. Seasonality or cyclicality of the operations

The Group does not experience any seasonal or cyclical sales cycle. However, there may be fluctuations between the quarters due to the nature of the Group system integration businesses which are secured on a project by project basis.

4.
Material unusual items 

There were no other material unusual / exceptional items that affected the assets, liabilities, equity, net income or cash flows of the Group for the period under review except for: -

(i) the compensation paid to employees in relation to the Voluntary separation Scheme amounted to RM1.795 million;
(ii) the computer software and development expenditure written off amounted to RM7.49 million;
(iii) Allowance for doubtful debts due from a former director of RM2.21 million;
(iv) Prior year adjustments as disclosed in Note 28 in respect of conforming to the requirements of MASB 24 and adoption of MASB 25.
5.
Changes in estimates 

There were no changes in estimates for the current period under review except for the computer software and development costs where the amortization basis has been changed from 10 years to 5 years.
6. 
Issuances, cancellation, repurchase, resale and repayment of debt and equity securities

There were 3,514,860 ICULS-3 and 58,000 ICULS-5 converted to 2,381,905 ordinary shares of RM1.00 each at the conversion price of RM1.50 during the period under review. The new shares rank pari passu in all respect with the existing shares.
7. 
Dividends

No dividends were paid by the Company since the previous financial year. 

8. 
Segmental information

The Group is providing five main services as follows:-

(i) Consultancy & system integration

(ii) Outsourcing and managed services 

(iii) Services-E-business & Investment

(iv) Technology & software services

(v) Management services

The segmental analysis by services are as follows:-

	
	Consultancy & system integration

RM’000
	Outsourcing & managed services

RM’000
	Services      E-business & investment

RM’000
	Technology & software services

RM’000
	Management services

RM’000
	Elimination

RM’000
	Group

RM’000

	3 months ended 

31 December 2003
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	External Sales
	2182
	18,372
	219
	188
	0
	0
	20,961

	Inter-segment sales
	20
	3
	0
	0
	5,179
	(5,202)
	0

	
	------------
	--------------
	------------
	------------
	------------
	------------
	----------

	Total revenue
	2,202
	18,375
	219
	188
	5,179
	(5,202)
	20,961

	
	=======
	========
	=======
	=======
	=======
	=======
	======

	RESULTS
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Segment result
	824
	4,956
	(56)
	(7,337)
	(6,295)
	0
	(7,908)

	Unallocated corporate expenses
	
	
	
	
	
	
	(322)

	Interest expenses
	
	
	
	
	
	
	(252)

	Interest income
	
	
	
	
	
	
	47

	Income tax
	
	
	
	
	
	
	(222)

	Minority interest
	
	
	
	
	
	
	(254)

	
	
	
	
	
	
	
	----------

	Net loss
	
	
	
	
	
	
	(8,911)

	
	
	
	
	
	
	
	======


	
	Consultancy & system integration

RM’000
	Outsourcing & managed services

RM’000
	Services      E-business & investment

RM’000
	Technology & software services

RM’000
	Management services

RM’000
	Elimination

RM’000
	Group

RM’000

	3 months ended 

31 December 2002
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	External Sales
	581
	22,600
	50
	1,992
	0
	0
	25,223

	Inter-segment sales
	0
	0
	0
	0
	0
	0
	0

	
	-----------
	------------
	-------------
	-------------
	-------------
	-------------
	---------

	Total revenue
	581
	22,600
	50
	1,992
	0
	0
	25,223

	
	=======
	=======
	========
	========
	========
	========
	======

	RESULTS
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Segment result
	(65)
	(473)
	(191)
	(2,325)
	(5,336)
	0
	(8,390)

	Interest expenses
	
	
	
	
	
	
	(705)

	Interest income
	
	
	
	
	
	
	185

	Income tax
	
	
	
	
	
	
	(379)

	Minority interest
	
	
	
	
	
	
	2,179

	
	
	
	
	
	
	
	----------

	Net profit
	
	
	
	
	
	
	(7,110)

	
	
	
	
	
	
	
	======


	
	Consultancy & system integration

RM’000
	Outsourcing & managed services

RM’000
	E-business & investment

RM’000
	Technology & software services

RM’000
	Management services

RM’000
	Elimination

RM’000
	Group

RM’000

	9 months ended 

31 December 2003
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	External Sales
	4,242
	57,181
	301
	504
	0
	0
	62,228

	Inter-segment sales
	402
	135
	0
	0
	9,296
	(9,833)
	0

	
	------------
	--------------
	------------
	------------
	------------
	------------
	----------

	Total revenue
	4,644
	57,316
	301
	504
	9,296
	(9,833)
	62,228

	
	=======
	========
	=======
	=======
	=======
	=======
	======

	RESULTS
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Segment result
	936
	6,809
	(713)
	(11,482)
	(13,354)
	0
	(17,804)

	Unallocated corporate expenses
	
	
	
	
	
	
	(894)

	Interest expenses
	
	
	
	
	
	
	(656)

	Interest income
	
	
	
	
	
	
	286

	Income tax
	
	
	
	
	
	
	(799)

	Minority interest
	
	
	
	
	
	
	(312)

	
	
	
	
	
	
	
	----------

	Net loss
	
	
	
	
	
	
	(20,179)

	
	
	
	
	
	
	
	======


	
	Consultancy & system integration

RM’000
	Outsourcing & managed services

RM’000
	E-business & investment

RM’000
	Technology & software services

RM’000
	Management services

RM’000
	Elimination

RM’000
	Group

RM’000

	9 months ended 

31 December 2002
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	External Sales
	581
	59,424
	237
	5,281
	0
	0
	65,523

	Inter-segment sales
	0
	0
	0
	0
	0
	0
	0

	
	-----------
	------------
	-------------
	-------------
	-------------
	-------------
	---------

	Total revenue
	581
	59,424
	237
	5,281
	0
	0
	65,523

	
	=======
	=======
	========
	========
	========
	========
	======

	RESULTS
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Segment result
	(65)
	(787)
	(634)
	(5,019)
	(6,718)
	0
	(13,223)

	Interest expenses
	
	
	
	
	
	
	(1,212)

	Interest income
	
	
	
	
	
	
	245

	Income tax
	
	
	
	
	
	
	(1,061)

	Minority interest
	
	
	
	
	
	
	2,501

	
	
	
	
	
	
	
	----------

	Net profit
	
	
	
	
	
	
	(12,750)

	
	
	
	
	
	
	
	======


9. 
Valuation of property, plant and equipment

The Group has not revalued its property, plant and equipment.

10. 
Subsequent material events

There were no subsequent material events as at 26 February 2004, the latest practical date which is not earlier than 7 days from the date of issue of this quarterly financial statements.

11.
 Effects of changes in the composition of the Group

As at 26 February 2004, the latest practical date which is not earlier than 7 days from the date of issue of this quarterly financial statements, there were no changes in the composition of the Group. 

12. 
Contingent liability (Unsecured)

As at 26 February 2004, the latest practical date which is not earlier than 7 days from the date of issue of this quarterly financial statements, there were no contingent liabilities
13.
Review  of performance 

The Group’s revenue of RM20.96 million for the current quarter was 17% lower than that of the corresponding quarter of the previous financial year of RM 25.22 million. This decline was mainly due to the expiration of several service maintenance contracts and the renewal of existing contracts at lower prices.

As a result of continuous efforts to control the operating costs and despite lower revenue, the Group managed to reduce its loss after taxation to RM8.66 million for the current quarter as compared to RM9.29 million in the corresponding quarter of the previous financial year. 

The current YTD revenue of RM62.23 million was marginally lower than that of the corresponding period in the previous financial year of RM65.52 million due to fewer projects secured during the present financial year.

The current YTD loss after taxation of RM19.87 million exceeded the loss incurred in the corresponding period of the previous financial year of RM15.25 million. The increased loss was principally due to higher incidence of exceptional transactions written off as itemized under note 4 above.
14. 
Comparison with preceding quarter results.

The Group achieved revenue of RM20.96 million for the current quarter compared to RM22.58 million in the preceding quarter. The 7% decline was as a result of fewer projects secured in the current quarter under review.

The lower revenue and higher allowances for doubtful debts gave rise to a greater loss after taxation of RM8.66  million in the current quarter as compared to RM5.65 million in the preceding quarter.
15. 
Prospects

The nine months of the financial year has been a challenging period for the Group due to the slow growth in the ICT industry as a result of limited spending by the private sector coupled with stiff competition and delayed in government projects. The fewer projects secured during the period has prompted management to undertake drastic measures to reduce costs and rationalize the business operations. These measures will place the Group on a firmer position to face the challenges in future. The Board foresees the current unfavorable performance to continue for the remaining period of the present financial year.

16
Variance for profit forecast / Shortfall in profit guarantee

  
Not applicable.

17.
Taxation

	
	3 months ended
	9 months ended

	
	31.12.2003
	31.12.2002
	31.12.2003
	31.12.2002

	
	RM’000
	RM’000
	RM’000
	RM’000

	Income tax
- current
- overprovision in

   previous year
	(222)


	(379)

0
	(624)

332
	(1,061)

0

	Deferred tax
	
	0
	(507)
	0

	
	----------
	---------
	----------
	---------

	
	(222)
	(379)
	(799)
	(1,061)

	
	=======
	======
	======
	======


Despite the Group’s losses and in the absence of group tax relief, a taxation liability of RM624,000 has been provided for as certain subsidiaries have chargeable income for the current period under review.

The Group has unused tax losses of approximately RM 78.36 million, subject to the agreement of the Inland Revenue Board.

18. 
Sale of unquoted investments or properties 

There was no sale of unquoted investments or properties reported for the period under review.

19.

Purchase or disposal of quoted securities

There was no investment in quoted securities and no such investment was purchased or disposed off for the period under review.

20.
Status of Corporate Proposals

Restructuring Scheme

The restructuring scheme undertaken by the Group was completed on 15 November 2002. The RM53.03 million raised from the issuance of shares with warrants has been utilized as follows:-

(i)
RM6.635 million was utilized for capital research and development expenditure for new business;
(ii) 
RM3.000 million was utilized for investment in core activities/business;
(iii) 
Working capital utilization was RM22.165 million;
(iv) 
RM1.200 million was utilized for expenses incur for the corporate proposal;
As at 31 December 2003, the balance of the unutilized funds raised from the corporate proposal was RM20.03 million.

21. 
Group borrowings as at the end of the reporting period

Details of the Group’s bank borrowings as at 31 December 2003 are as follows:   

	Borrowings (Unsecured)
	As at 31.12.2003
	As at 31.3.2003

	
	RM’000
	RM’000

	Revolving credits
	0
	0

	Bankers acceptances
	6,926
	0

	Trust receipt
	0
	0

	Bank overdrafts
	1,509
	0

	Term loan
	0
	0

	
	-------------
	--------------

	Total
	8,435
	0

	
	=========
	=========


22. 
Financial instruments with off balance sheet risk
There was no financial instrument with off balance sheet risk as at 31 December 2003.

23. 
Material litigation

As at 26 February 2003, the latest practical date which is not earlier than 7 days from the date of issue of these quarterly financial statements, the directors are not aware of any material litigation other than as disclosed in the attached Appendix A.

24.
Dividend

The directors do not recommend any dividend for the current period under review (preceding year corresponding period: nil).
25. 
Earnings per share

	
	3 months ended
	9 months ended

	
	31.12.2003
	31.12.2002
	31.12.2003
	31.12.2002

	(a) Basic earnings per share 
	
	
	
	

	Net (loss) / Profit for the period (RM’000)
	(8,911)
	(7,110)
	(20,179)
	(12,750)

	Weighted average number of ordinary shares in issue (‘000)
	63,918
	56,725
	62,940
	(43,294)

	Loss per share (sen)
	(13.94)
	(12.53)
	(32.06)
	(29.45)

	
	
	

	(b)  Diluted earnings per share

       Since the loss per share is anti-dilutive, no disclosure of diluted loss per share is required in the income statement.


26.
Capital commitment 

The Group has not committed any capital expenditure for the period under review.

27.
Irredeemable Convertible Unsecured Loan Stocks (“ICULS”)


The Group and Company



2003


RM'000




Face value of ICULS issued - 4% ICULS - 3
30,000



                                                          - 4% ICULS - 5
34,062


Converted to shares 
(11,891)




------



52,171



Less: Deemed repayment of ICULS liability


          Component
                                      (2,218)


         Equity conversion component
(44,823)




-----------



Liability component as at 31 December 2003
5,130




=======


As full settlement of the borrowings pursuant to the Restructuring Scheme, the Company on 6 August 2002 issued RM64,062,520 Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) as follows:-

(i) 30,000,000 3 years 4% ICULS at nominal amount of RM1.00 each.

(ii) 34,062,520 5 years 4% ICULS at nominal amount of RM1.00 each.


There shall be no redemption of the ICULS and on maturity date, all outstanding ICULS will be mandatorily converted into new shares. The number of ordinary shares to be issued for each ICULS will be satisfied by tendering RM1.50 nominal value of the ICULS for each ordinary share.
28.
Prior year adjustments


The effects of prior year adjustments are summarized in the following table: 

	
	Note
	Deferred tax asset

RM’000
	Long term liabilities – 4% ICULS

RM’000
	ICULS Equity Component

RM’000
	Share Premium

RM’000
	Accumulated loss

RM’000

	Balance as at 31 March 2003
	
	0
	7,425
	48,320
	11,543
	(65,541)

	-   Recognition   of deferred tax asset pursuant to MASB 25
	1

& 

29
	4,747
	
	
	
	4,747

	Adjustments in relation to ICULS : 
	28 (i) & (ii)
	
	
	
	
	

	-   Recognition of gain on conversion of ICULS in the previous year
	
	
	
	
	(858)
	858

	-  Reversal of ICULS interest over charged in the previous year
	
	
	(1,078)
	
	
	1,078

	-  Reclassification of ICULS equity component to liability component
	
	
	250
	(250)
	
	0

	At 1 April, as restated
	
	4,747
	6,597
	48,070
	10,685
	(58,858)


Prior year adjustments relating to ICULS arose from the following reasons:-

(i)
The change in the basis of determining the share premium attributed to the ICULS – 3 and ICULS – 5 at a conversion price of RM1.50 for 1 ordinary share of RM1.00 each.

The difference of RM0.50 between the conversion price of RM1.50 ICULS to 1 ordinary share and the nominal value of the ordinary share of RM1.00 each was previously considered as the share premium attributed to the said ICULS conversion price. This basis of determining the said share premium has now been corrected to conform to the requirements of MASB 24 – Financial Instruments; Presentation and Disclosure, as follows: -

(a)
Current basis of determining the share premium attributed to ICULS upon conversion

RM30,000,000 4% ICULS-3 issued on 6 August 2002  were classified into RM26,907,484 Equity Component and RM3,092,516 Liability Component respectively upon inception.  The above reclassification effectively means that the RM26,907,484 Equity Component  is convertible to 20,000,000 ordinary shares of RM1.00 each while the remaining RM6,907,484 shall be credited to the share premium account, representing RM0.3454 share premium per share instead of RM0.50 as previously calculated.

The RM3,092,516 Liability Component would be settled via the stream of future coupon payments, or upon the conversion of the said ICULS. 

The same basis would be applicable to the ICULS-5, i.e.: 

RM34,062,520 4% ICULS-5 issued on 6 August 2002 were classified into RM28,622,449 Equity Component and RM5,440,071 Liability Component respectively upon inception. The Equity Component is convertible into 22,708,347 ordinary shares of RM1.00 each, with the remaining RM5,914,102 shall be credited to the share premium accounts, representing RM0.2604 share premium per share instead of RM0.50 as previously calculated.

The RM5,440,071 Liability Component would be settled via the stream of future coupon payments or upon conversion of the said ICULS.

For both cases, the Liability Component of the converted ICULS would be credited to the Income Statement as gain on conversion. 

(b) Effect of changes in the basis of determining share premium 

The changes made in note (a) above have resulted in the recognition of gain on conversion of ICULS, which was wrongly charged to the share premium account as at 31 March 2003, being rectified as follows:








RM’000
RM’000

Dr.  Share premium 


858



Cr.  Statement of Changes in Equity




- Accumulated loss



858

(ii)
The change in the basis of computing the ICULS interest chargeable to Income Statement 


The ICULS interest payable was previously attributed into the following two categories in proportion to the Liability Component and Equity Component ratio: -

(a) Interest relating to Liability Component that had been charged to Income Statement as finance charges; and

(b) Interest relating to Equity Component as distribution to the holders and had been charged directly to Statement of Changes in Equity. 

The revised basis of computing the ICULS interest chargeable to Income Statement is determined based on the Company’s average cost of fund of 8% p.a. over the balance of the ICULS Liability Component as at the Balance Sheet date. The difference between the total ICULS interest payable and the ICULS interest chargeable to Income Statement is accounted for the repayment of ICULS Liability Component.

The change in basis for computing the ICULS interest chargeable to the Income Statement resulted in the reversal of ICULS interest over charged to the Statement of Changes in Equity as at 31 March 2003, to reflect the repayment of ICULS liability component, as follows: -








RM’000
RM’000

Dr.  ICULS Liability Component

1,078


Cr.  Statement of Changes in Equity



- Accumulated loss




1,078

29.
Deferred tax asset







Note

RM’000


Balance as at 31 March 2003




0


Recognition of deferred tax asset
1 & 28
 
     4,747


Deferred tax liability




       (300)









-------------- 


At 1 April 2003, as restated



     4,447


Reversal of deferred tax assets
  17

       (507)









--------------- 


Balance as at 31 December 2003


     3,940









========= 
APPENDIX A

MATERIAL LITIGATION

A. Material litigations arising from Corporate Guarantees issued by Dataprep Holding Berhad (“DHB”) for credit facilities extended to and defaulted by former subsidiaries: -

1. In April 1999, a claim has been instituted against DHB by Bank Bumiputra Malaysia Berhad for a sum of RM 531,479.13 together with interest at 11.40% per annum and continuing default interest of 1 % per annum as guarantor for credit facilities extended to the Company’s former subsidiary, Digital Healthcare Systems Sdn Bhd (formerly known as Innovative Software Solutions (M) Sdn Bhd) (“DHSSB”).

Summary Judgment for the above claim has been obtained against DHB. On October 2002, DHB has managed to set-aside the said summary judgement and no further action has been initiated by the plaintiff. However, the plaintiff could still set down this matter for trial in the high court.
B. Material litigation in respect of claims instituted by the DHB Group of Companies against third parties:-

1. In November 2000, Solsisnet has instituted a legal proceeding against Lestari Technologies Sdn Bhd (“LTSB”) for RM 141,745.35 for non – payment of services rendered and goods supplied. LTSB has entered Appearance and the case was fixed for mention on 28 August 2002 and was subsequently postponed. On 30 January 2004, our application for summary judgment had been struck off by the Court and the next hearing date was fixed on 15 March 2004.
2. In April 2003, Tamadun Interaktif Sdn Bhd (“TI”) served on Kulim Technology Park Corporation Sdn Bhd (“KTPC”) a writ of summons and statement of claim for non-payment of services rendered in the sum of RM1.35 million. KTPC offered and TI accepted a sum of RM400,000 as full and final settlement on 30 January 2004.
C. Material litigations against Dataprep Distribution Sdn Bhd (“DDSB”), a subsidiary of DHB under winding up notice pursuant to Section 218 of the Companies Act 1965,  which had ceased operations: -

1.
Summary Judgement against DDSB was entered into by Fujitsu Systems Business Sdn Bhd (“Fujitsu”) on 23 September 1997 for the sum of RM3,214,004 with interest at the rate of 1.5% per month from 1 January 1997 till date of full settlement and interest in arrears of RM210,606.51 until 5 November 1996. Upon the extraction of this judgement, Fujitsu served on DDSB a winding up notice pursuant to Section 218 of the Companies Act 1965. The appeal against this decision of the High Court judge in chambers was dismissed on 25 February 1999. On 14 March 2003, Fujitsu served on DDSB a second winding up notice pursuant to section 218 of the Companies Act 1965. On 27 October 2003, Fujitsu had served on DDSB a notice of winding up. The outcome of this matter has no adverse financial impact to DHB and other subsidiaries.
2.
An ex-employee of DDSB is claiming against DDSB and DHB for reinstatement on the alleged grounds of dismissal without cause or excuse. This case was referred to the Industrial Court for adjudication and the matter was heard on 30 and 31 October 2000. The hearing has been concluded and the parties while awaiting for the Court written decision the said ex-employee had accepted an out of court settlement sum of RM20,000 on 29 January 2004.
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