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Company Description

DISA Limited, an investment holding company, engages in trading consumer and electronic products in
Singapore. The company operates through four segments: Supply of Construction Materials; Energy
Management Services; Technology; and Investment Holding and Others. It is involved in the supplying
and trading of construction materials, including sand, granite, and coal; recycling and trading of scrap
metals and electronic waste products; marketing of environmental friendly systems; development,
marketing, distribution, and sale of digital security systems; trading of electronic consumer parts;
research and development, and market promotion of electronic products; and marketing, distribution,
advertising, and provision of anti-counterfeiting solutions. The company also provides industrial design;
energy audit and management; and general commercial and technical consultancy services. It also
serves the United States, Germany, and European markets. The company was formerly known as
Equation Summit Limited and changed its name to DISA Limited in February 2017. DISA Limited was
incorporated in 1975 and is based in Singapore.

(Source: http://www.sgx.com/wps/portal/sgxweb/home/company_disclosure/stockfacts?code=532)
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1. The following financial highlights are disclosed in the Operating and financial review
(page 13 to 15 of the annual report) and the Consolidated statement of profit or loss and
other comprehensive income (page 62):

FY2018
Revenue generated from the sales of DiSa codes $169,000
Consolidated revenue $239,000
Total cost and expenses $(10,263,000)

Loss from continuing operations, net of tax attributable to | $(10,896,000)
owner of the company

Employee benefits expenses $(5,330,000)

Remuneration of executive director: Chng Weng Wah Between $1,000,000 and
$1,250,000

Total liabilities $(18,755,000)

Net cash outflow for operating activities $(7,712,000)

Net cash from financing activities $18,385,000

Equity attributable to shareholders $37,114,000

Net Assets Value per share (cents) 0.37 cent

On 2 October 2018, the company announced that it had sold 2,361,783 codes for the
financial year ended 30 June 2018. This generated revenue of $169,000. The average price
of each code is about $0.072 (i.e 7.2 Singapore cents) or approximately 5 US cents.

In Q1FY2019, the company sold 1,115,025 codes.

(i) The theme of the 2017 annual report was “Ready For the Next Phase of Growth”
and for the 2018 annual report, “Driving Growth”. Would the board, especially
the independent directors, help shareholders understand if the group
achieved its growth targets in 2017 and in 2018?

(ii) The number of codes sold in Q1 FY2019 showed strong growth. What is
management’s targeted growth rate for the next 6-18 months?

As shown in Note 12 (pages 101 to 106 - Subsidiaries), the group recognised an
impairment loss of $18.14 million for the financial year ended 30 June 2018. The carrying
value of its subsidiaries has been reduced to $12.1 million, out of the original investment
costs of $58.0 million, with accumulated impairment losses amounting to $45.9 million.
Disa Digital Safety Pte. Ltd, which holds the group’s core technology, has had its carrying
value impaired by $4.7 million in FY2018. The discount rate used was reduced to 20%
(2017: 33%) and the group still had to impair the carrying value by $18.14 million.
Together with the $9 million in impairment made last year, the group now has impaired
more than $27.1 million in the carrying value of its subsidiary. This reflects the less-than-
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ideal roll-out of the PoSA technology. The net carrying amount of the group’s intangible is
still high at $10.5 million.

For FY2018, revenue was in the hundred thousand range while costs were in the tens of
millions.

(iii) Does the board share the concerns of shareholders that the business does
not appear to be viable? Has the company estimated the scale it has to
achieve to break-even given the current cost structure?

(iv) Would the board provide clarity on the current projections on growth rate,
profit margin and market share given that the group has been trying to
penetrate the markets for at least the past 1.5 years?

(v) What is management’s strategy to increase the pricing of the codes to
capture more of the value generated by its PoSA and 3S codes?

(vi) When does the company expect to break-even?

(vii) With the dissolution of the Germany subsidiary, are the group’s plans for
Europe still in tact? What are the significant achievements made during the
financial year? What are the priorities in Europe in the coming financial
year?

(viii) Does the group have a sustainable cost structure? Despite the significant
losses of the group in the past two years and the significant impairment, Mr
Chng Weng Wah received a larger remuneration package of $1.0-$1.25 million.
To achieve $1.25 million in revenue, the group has to sell more than 17 million
codes.

(ix) What is the current cash burn-rate? It would a disaster if the group runs
out of cash before the PoSA technology is proven and widely adopted by
retailers.

2. The company has a share option scheme known as the DISA Employee Share Option
Scheme (the “DISA ESOS” or “ESOS 2010”) which serves as a long-term incentive scheme
for the directors and employees of the company. During FY2018, the company granted an
aggregate of 250,000,000 share options pursuant to the ESOS 2010.

After the financial year, the company made further grants under the ESOS 2010 on 11 July
2018 (13,000,000 options @ $0.009 per share), 6 August 2018 (51,000,000 options @
$0.0072 per share) and 17 October 2018 (526,500,000 options @ $0.005 per share).

The ESOS 2010 is administered by a committee comprising Mr. Lau Kay Heng (chairman),
Mr. Chng Weng Wah and Mr. Toh Hock Ghim.

(i) Would the ESOS administering committee help shareholders understand
the rationale for the grants?
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(ii)

(iii)

(iv)
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Has the remuneration committee (RC) and/or the ESOS committee
evaluated the effectiveness of the ESOS as a long-term incentive scheme?

What deliberations did the RC/ESOS committee have regarding the
granting of options at a discount?

As the options were granted at a discount to the prevailing market price,
can the RC/ESOS committee confirm that the options are only exercisable
after the second anniversary of the offer date of that option?

3. Would the board, especially the independent directors, provide better clarity on the
following governance matters? Specifically:

(i)

(ii)

(iii)

(iv)

Auditors: The company is proposing to change the auditor, Mazars LLP, at the
annual general meeting. Mazars LLP has been the company’s auditor for three
consecutive audits since the financial year ended 30 June 2016. Other than the
quantum of the professional fees, can the Audit and Risks Management
Committee (ARMC) elaborate further on the reasons for the change? How
much cost savings can the company achieve? What is the expected
disruption to the audit plan? Did the ARMC evaluate the quality of audit
based on a systematic framework such as Audit Quality Indicators (AQI
framework) which was introduced by ACRA? Can the auditors update
shareholders if there were any disagreement with management during the
audit?

Directors’ fees: At the 42nd Annual General Meeting scheduled to be held on 26
October 2018, shareholders are asked to approve the directors’ fees of $332,500.
This is a significant increase from the directors’ fees of $229,697 in 2017. Would
the board help shareholders understand the rationale for this increase?
Please clarify if this is solely for the two new directors that were appointed in
May 2017.

Remuneration of an immediate family member of a director/ CEO: On page
30, in the Corporate Governance Report, the company disclosed the Mr. Chng
Weng Huat, the sibling of the managing director/CEO, received a remuneration
of $250,000 to $500,000. Guideline 9.4 of the 2012 Code of Corporate
Governance states that the annual remuneration of employees who are
immediate family members of a director or the CEO, and whose remuneration
exceeds S$50,000 during the year should be disclosed in incremental bands of
$50,000. Would the nominating committee (NC) agree that Guideline 9.4
applies to Mr. Chng Weng Huat and his remuneration should be disclosed
in bands of $50,000?

Non-independence: Mr. Lim Soon Hock was appointed to the board as a non-
executive non-independent director on 11 May 2017. The company has not
disclosed the reason for Mr. Lim’s non-independence in the announcement of
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appointment nor in the annual report. Would the NC consider disclosing the
reason for Mr. Lim’s non-independence?

Asset held in trust: A motor vehicle with carrying amount of $300,000 (2017:
$380,000) is held in trust by a director of the company. Please disclose the
director who is holding the motor vehicle in trust for the company. Can the
company explain why this arrangement is necessary? In addition, can the
company confirm that the director uses the vehicle in his personal capacity
and this forms part of his compensation? Can the independent directors
comment on the necessity for a vehicle that cost the company $380,000
(when new) even when the revenue generated from the core business in
the past two years did not even exceed $260,000? In addition, the group
reported cumulative losses of approximately $27 million in the past two
financial years.

A copy of the questions for the Annual Report for the financial year ended 30 June 2017
could be found here:

https://sias.org.sg/qa-on-annual-reports/?company=

The company’s response could be found here: -----




