CWORKS SYSTEMS berhad ("CWORKS" or "THE COMPANY")

Research Report for the financial period ended 30 June 2006

	
	1st Quarter ended 31.03.06
	2nd Quarter 

ended 30.06.06
	Quarter on  Quarter
	Cumulative period from 01.07.05 to 31.12.05
	Cumulative period from 01.01.06 to 30.06.06
	2nd half of 2005 versus 1st 

half 2006

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

	
	
	
	
	
	
	

	Revenue
	969
	1,164 
	20.1
	1,633
	2,133
	30.6

	Cost of goods sold
	(163)
	(163)
	0.0
	(156)
	 (326)
	109.0

	Gross profit 
	806
	1,001
	24.2
	1,477
	1,807 
	22.3

	Profit before tax
	120
	69 
	(42.5)
	605
	189
	(68.8)

	Profit after tax
	108
	58 
	(46.3)
	585
	166
	(71.6)

	Gross margin (%)
	83.2
	86.0
	3.4
	90.4
	84.7
	(6.3)


TURNOVER AND PROFIT AFTER TAX
The Company and its subsidiaries (“the Group”) recorded an increase of 20.1% in its turnover to approximately RM1.16 million in the second quarter of 2006 vis-à-vis the first quarter of 2006 of RM0.97 million.  The improvement in turnover is mainly due to the penetration to Indonesia of which the Group managed to secure projects for deployment of its softwares. 

For the six (6)-month financial period ended 30 June 2006, the Group recorded a revenue increase of approximately 30.6% to approximately RM2.1 million vis-à-vis the preceding six (6)-month financial period ended 31 December 2005. Gross profit for the Group increased by 22.3% to approximately RM1.81 million as compared to the preceding six (6)-month financial period ended 31 December 2005. 

The Group however recorded a decline in profit before tax (“PBT”) and profit after tax (“PAT”) of 68.8% and 71.6% respectively for the 1st half of year 2006. The lower PBT and PAT was mainly due to higher operating costs arising from setting up operating centre in Indonesia as well as higher marketing expenditure during the 1st half of year 2006. 

RECENT CORPORATE DEVELOPMENTS
On 18 April 2006, the Company announced that it had through its 51% owned subsidiary, CWorks Mobile Sdn. Bhd. (Formerly known as Nextkind Products Sdn. Bhd.) ("CMSB"), entered into two (2) agreements dated 17 April 2006 to acquire certain assets, liabilities and intellectual properties rights from Sapura Nokia Software Sdn. Bhd. ("SNS") as follows:-

a)
Sale of Business Agreement between CMSB and SNS for CMSB to acquire/assume certain assets and liabilities of SNS's business in the development and marketing of mobile technology software for a cash consideration of RM250,000; and

b) Deed of Absolute Assignment of Intellectual Property Rights between CMSB and SNS wherein SNS shall assign its intellectual property rights of its business to CMSB as part of the purchase consideration.

The abovesaid business acquisition is expected to contribute positively to the Company’s consolidated earnings for the financial year ending 31 December 2006 and beyond. 

PROSPECTS

CWorks is currently implementing an asset tracking system for the Ministry of Finance (“MoF”) which is scheduled for completion in the fourth quarter of 2006. The Group is hopeful that its CMMS products will be an accepted standard for all government agencies and government linked companies with the successful deployment of its system with MoF.  
Further, the abovesaid acquisition of SNS’s business would also enable CWorks to further expand its current scope of services and products to include mobile technology software to its existing computerised maintenance management systems products.

Other than the above, the Company will continue to extend its product reach via increasing its international sales partners such as OMCS Asia Pacific, a global reliability assurance solutions provider which signed a memorandum of understanding with the Company for cross selling of products, to increase avenues for higher future growth. 

Based on the foregoing and coupled with the investments in market development and research & development carried out in 2005 which resulted in continuing increase in market awareness of the Group’s products, the Group expects 2006 to be a satisfactory year. However, this is also dependent on the success in securing some of the contracts of which the Group is actively pursuing. 

UTILISATION OF PROCEEDS

As at 30 June 2006, CWorks had utilised approximately 63.4% of the proceeds raised from its initial public offering ("IPO") in May 2005 as follows:

	
	A
	
	B
	
	C=A-B
	
	D=B/A

	
	Proposed Utilisation

RM'000
	
	Actual Utilisation

RM'000
	
	Unutilised

RM’000 
	
	% Utilised 

	
	
	
	
	
	
	
	

	Research & development 
	2,600
	
	1,041
	
	1559
	
	40.0

	Working capital 
	2,500
	
	2500
	
	-
	
	100.0

	Capital expenditure
	1,100
	
	171
	
	929
	
	15.6

	Marketing, advertising and promotion
	1,000
	
	317
	
	683
	
	31.7

	Estimated listing expenses
	1,456
	
	*1,456
	
	-
	
	100.0

	
	8,656
	
	5,485
	
	3,171
	
	63.4


* The unutilised portion of listing expenses amounted to RM96,762 has been utilised for working capital purposes.

The IPO proceeds are expected to be fully utilised by May 2007.
