DISCCOMP BERHAD ("DISCCOMP" OR THE "COMPANY")

SEMI-ANNUAL RESEARCH REPORT DATED 29 AUGUST 2005

I.
Consolidated financial results of Disccomp


(These figures have not been audited)
	
	1st Quarter ended 31.03.05
	2nd Quarter 

ended 30.06.05
	 Quarter    on  Quarter
	 Six (6)-month 

period ended 30.06.04
	Six (6)-month period ended 30.06.05
	Half year on half year

	
	(RM' 000)
	(RM' 000)
	(%)
	(RM' 000)
	(RM' 000)
	(%)

	Revenue

	7,366
	6,860
	(6.87)
	14,590
	14,226
	(2.49)

	Operating Expenses

	7,214
	6,872
	(4.74)
	13,926
	14,086
	1.15

	Loss before taxation and minority interests (“LBTMI”)

	(38)
	(258)
	578.95
	(997)
	(296)
	(70.31)

	Loss after taxation and minority interests (“LATMI”)

	(154)
	(359)
	133.12
	(196)
	(513)
	161.73


II.
Commentary on the unaudited consolidated financial results for the six (6)-month financial period ended 30 June 2005 of Disccomp Berhad and its subsidiary companies (“Disccomp Group” or “Group”)
(a) The core divisions of the Disccomp Group are as follows:

(i) data storage divisions, namely the manufacturing of micro floppy diskettes (“MFD”) division (vide Disccomp);

(ii) distribution of computer peripherals and accessories division (vide SC Multimedia Technology Sdn Bhd);

(iii) retail division (vide Pineapple Computer System Sdn Bhd, Pineapple Computer & Accessories Sdn Bhd, Pineapple Computer Utara Sdn Bhd,  Pine System Technology Sdn Bhd, Interactive Office Supplies Sdn Bhd and SC Multimedia (EM) Sdn Bhd) (“the Retail Division”);

(iv) manufacturing of compatible ink cartridges (vide SC Multimedia Product Sdn Bhd) and remanufacturing ink cartridges and toners (vide Esyink Remanufacturing Sdn Bhd); and

(v) export and distribution of ink cartridges, toners, coated papers and trading of empty cartridges (vide Esytech Export Sdn Bhd, Esy Ink Technology Sdn Bhd and Empties Trading Connections Sdn Bhd).

(b) The following divisions were the major contributors to the Disccomp Group’s total revenue of approximately RM14.226 million for the six (6)-month financial period ended 30 June 2005:

(i) the Retail Division;

(ii) the export and distribution of ink cartridges, toners, coated papers and trading of empty cartridges division; and
(iii) the manufacturing of MFD division.
These divisions contributed approximately 66%, 13% and 11% respectively to the Group's total revenue of approximately RM14.226 million for the six (6)-month financial period ended 30 June 2005. 

(c) The Disccomp Group recorded a LBTMI of approximately RM0.296 million for the six (6)-month financial period ended 30 June 2005. The performance of the respective core divisions of the Disccomp Group are as follows:

(i) The division for export and distribution of ink cartridges, toners, coated papers and trading of empty cartridges recorded a revenue of approximately RM1.859 million for the six (6)-month financial period ended 30 June 2005, which represents an increase of 66.13% from the RM1.119 million of revenue recorded for the corresponding period in the preceding financial year. The profit contribution to the Group from this division, which is the largest among all the divisions in the Group for the six (6)-month financial period ended 30 June 2005, amounted to approximately RM0.517 million, which is a marginal increase over the RM0.511 million of profit recorded for the corresponding period in the preceding financial year. The increase in revenue was attributed to the increased focus on the domestic market which is less competitive than the export market;
(ii) The Retail Division continues to be the major contributor to the Group’s revenue with RM9.444 million recorded for the six (6)-month financial period ended 30 June 2005 representing a 20.2% increase from the RM7.857 million of revenue recorded for the corresponding period in the preceding financial year. The profit recorded for the six (6)-month financial period ended 30 June 2005 of approximately RM0.391 million is 29.04% lower than that recorded for the corresponding period in the preceding financial year of RM0.551 million despite the increase in revenue. The increase in the revenue was mainly due to an increase in retail activities while the lower profits recorded for the six (6)-month financial period ended 30 June 2005 was a result of lower profit margins due to the pressure of market competition;

(iii) The distribution of computer peripherals and accessories division recorded a revenue of approximately RM1.353 million for the six (6)-month financial period ended 30 June 2005 which represents a decrease of 19.8% compared to the approximately RM1.687 million of revenue recorded for the corresponding period in the preceding financial year. However, profits improved to RM0.099 million for the six (6)-month financial period ended 30 June 2005 which was 209.38% higher compared to the profits recorded for the corresponding period in the preceding financial year of RM0.032 million. This was largely attributed to better product mix with better profit margin despite the lower sales from this division;
(iv) The manufacturing of compatible ink-cartridges and remanufactured ink cartridges/ toners division recorded a revenue of approximately RM0.053 million for the six (6)-month financial period ended 30 June 2005 which is an increase of 17.78% over the RM0.045 million of revenue recorded for the corresponding period in the preceding financial year due to higher consumer demand for the products. However, this division suffered a loss of approximately RM0.189 million for the six (6)-month financial period ended 30 June 2005 in contrast to the profit recorded for the corresponding period in the preceding financial year of approximately RM0.060 million. The loss suffered was mainly attributed to lower profit margins as a result of higher cost of materials coupled with increased competition; and
(v) The Group’s MFD manufacturing division registered a loss of approximately RM1.093 million for the six (6)-month financial period ended 30 June 2005 despite contributing approximately RM1.517 million in revenue. The revenue recorded for the six (6)-month financial period ended 30 June 2005 was 53.78% lower than the revenue recorded for the corresponding period in the preceding financial year of approximately RM3.282 million. The loss for the six (6)-month financial period ended 30 June 2005, on the other hand, remained at the level recorded for the corresponding period in the preceding financial year of approximately RM1.095 million. The continual loss recorded by this division was mainly attributable to the drop in demand for MFD in both domestic and export markets coupled with substantial depreciation cost for its MFD plant.
III.
Corporate developments from 28 February 2005, being the date of the last Research Report, up to the date of this Research Report

(a) Change of sponsor
The Company had, on 20 May 2005, issued a notice to cease its sponsorship arrangement with RHB Sakura Merchant Bankers Berhad (“RHB Sakura”). Subsequently, the Company applied for and received the approval of Bursa Malaysia Securities Berhad (“Bursa Securities”), vide its letter dated 10 June 2005, to cease its sponsorship arrangement with RHB Sakura earlier than the prescribed notice period of two (2) months as stipulated in Rule 14.16.1(a) of the Listing Requirements of the Bursa Securities for the MESDAQ Market. On 17 June 2005, the Company appointed Alliance Merchant Bank Berhad as the sponsor for the Company effective on even date.

(b) Recurrent related party transactions 

The Company had, in its 25th Annual General Meeting (“AGM”) held on 28 June 2005, obtained the renewal of shareholders’ mandate for the Group to enter into existing recurrent related party transactions of a revenue or trading nature in the ordinary course of business. In addition, a new mandate was also granted by the shareholders of the Company to enter into additional recurrent related party transactions of a revenue or trading nature in the ordinary course of business. 
(c) Status of utilisation of proceeds from the Company’s initial public offering of shares

Disccomp had proposed to redirect RM3,800,000 of the proceeds raised from the Company’s initial public offering of RM5,800,000 (“IPO Proceeds”) which were initially earmarked to finance new viable project(s) as part payment of an out-of-court settlement agreement entered into between Disccomp with AMI Insurans Berhad on 9 April 2004 (“Settlement Agreement”) amounting to RM6,100,000 (“Settlement Sum”). The Bursa Securities, vide its letter dated 9 April 2004, had no objection to the proposed revision in utilisation of the IPO Proceeds subject to Disccomp obtaining the prior approval of its shareholders for the same by way of ordinary resolution at a general meeting to be convened. At the 24th AGM of the Company held on 29 June 2004, the shareholders of Disccomp had approved the ordinary resolution pertaining to the proposed revision in the utilisation of the IPO Proceeds for part payment of the Settlement Sum (“Shareholders Approval”).

In addition, Bursa Securities had, vide its letter dated 20 October 2004, approved the proposed extension of time for a further seven (7) months up to 30 April 2005 for Disccomp to implement the utilisation of the IPO Proceeds. On 9 April 2005, Disccomp paid the final instalment of the Settlement Sum to AMI Insurans Berhad and hence, fully implemented the utilisation of the IPO Proceeds.  
The approved revision in the utilisation of proceeds and the status of the utilisation are set out as follows:

	
	
	
	

	


	Amount

(RM)
	Status of utilisation
	Details of utilisation

	
	
	
	

	
	
	
	

	1. Expansion of retail outlets in the following locations:
	
	
	

	a) 1-Utama, Bandar Utama
	200,000
	Fully utilised
	Outlet has been in operation since April 2003

	b) Low Yat Plaza, Pine concourse, Kuala Lumpur
	100,000
	Fully utilised
	Outlet has been in operation since February 2003

	c) The Mall – Aktif Lifestyle, Kuala Lumpur
	200,000
	Fully utilised
	Outlet commenced operation in October 2002 but ceased operation in April 2004

	d) Centre Point, Klang
	200,000
	Fully utilised
	Outlet has been in operation since November 2002

	e) Jusco, Johor Bahru
	200,000
	Fully utilised
	Outlet has been in operation since December 2003

	f) Subang IT Centre, Subang Jaya
	250,000
	Fully utilised
	Outlet has been in operation since December 2003

	2. Purchase of additional equipment for the manufacturing of compatible ink cartridges and for working capital purposes
	350,000
	Fully utilised
	The manufacturing line commenced operation in July 2003

	3. Purchase of new equipment for the manufacturing of remanufactured ink jet cartridges and toners and for working capital purposes
	500,000
	Fully utilised
	The manufacturing line commenced operation at the end of June 2003

	4. Part payment of the Settlement Sum
	3,800,000
	Fully utilised
	The part payment of the Settlement Sum was done in instalments with the final instalment paid on 9 April 2005

	TOTAL
	5,800,000
	
	


IV. Disccomp's prospects for the remaining of 2005

For the financial year ending 31 December 2005, Disccomp will be focusing on the distribution of flash memory products, manufacturing and distribution of compatible and remanufactured ink cartridges and the distribution of computer accessories. The Group’s performance is expected to be closely associated to the Group’s continued participation in information technology-related fairs and new retail outlets projected to be opened by the Group in the future as part of the Group’s business expansion plans. 
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