GHL SYSTEMS BERHAD

(Company No. 293040-D)

Notes on the Quarterly Report – 31 December 2005

B.
ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF THE BURSA MALAYSIA SECURITIES BERHAD 

B1.     Review of Performance 

For the quarter ended 31 December 2005, the Group recorded revenue of RM13.6 million, representing a decrease of approximately 22% as compared to RM17.5 million achieved in the preceding year’s corresponding quarter. However, profit before taxation for the current quarter increased by 69% to RM6.98 million as compared to the preceding year’s profit before taxation of RM4.14 million. The growth was brought about mainly due to increase in sales generated from sales and rent of electronic draft capture (“EDC”) terminals, supply of EuraPay-MasterCard-Visa (“EMV”) chip-based cards and payment solutions network.

For the year ended 31 December 2005, the Group recorded revenue of RM52.2 million, representing a decrease of approximately 18.7% as compared to RM64.2 million in the preceding year.  The lower revenue in the year under review was mainly because there is no longer revenue contribution from the lower margin Prepaid Reload Business. However, the Group’s higher margin business, i.e. EDC rental and payment solutions including supply of EMV chip-based cards, contributed to the higher gross profit. This resulted in a 50% increase in the profit before taxation for the year ended 31 December 2005 to RM11.7 million as compared to the preceding year’s profit before taxation of RM7.8 million.  

B2.
Comparison of Current Quarter Results with the Preceding Quarter

 Q4 2005

 Q3 2005

	
	   Current Quarter
	Preceding Quarter

	
	        RM’000
	        RM’000

	Revenue
	            13,586
	           18,083

	Profit Before Tax
	              6,984      
	             2,123


For the current quarter under review, the Group recorded revenue of RM13.6 million, representing a decrease of 24.9% as compared to RM18.1 million recorded in the previous quarter. However, the profit before taxation for the current quarter has increased by 229% to RM6.98 million as compared to RM2.12 million for the previous quarter. The growth in profit before taxation for the current quarter compared to the preceding quarter was mainly due to better business mix which comprised higher margin solution sales.
B3.
Current Year's Prospects

Barring any unforeseen circumstances, the Board is positive of the Company’s performance in the financial year ending 31 December 2006. In the year 2006, the Company will continue to be aggressive in increasing its pool of merchants that rent its EDC terminals, by means of the strategic tie-up with merchant-acquiring financial institutions and also through the Bankcard e-Debit program undertaken by its subsidiary company, Card Pay Sdn Bhd. 

The Board of Directors is of the opinion that the Company’s growth prospects will come from sales of EMV-compliant terminals to banks' merchants due to improved fraud mitigation with the chip-based payment infrastructure, sales of its proprietary payment enabling solutions, and increasing overseas demand for its solutions and EMV expertise. 
B4.
Profit forecast and Profit Guarantee

The Company has not issued any profit forecast and profit guarantee for the current year.

B5.
Taxation 

The taxation charge for the period is in respect of interest income. There is no taxation charge on the business source of income as the Company was granted pioneer status which exempts its income from taxation for a period of five (5) years commencing from 1 June 1999. This exemption only applies in respect of income derived from the Company's MSC-qualifying activities as set out in its application documents submitted to Multimedia Development Corporation Sdn Bhd at the time when the Company applied for Multimedia Super Corridor status. The pioneer status can be renewed upon application by the Company on or before 1 June 2004 for a further period of five (5) years. The Company has obtained approval for another five (5) years extension for pioneer status from 1 June 2004, vide letters from Multimedia Development Corporation Sdn Bhd dated 21 June 2004 and Ministry of International Trade and Industry, Malaysia dated 15 September 2004.

The Company had applied FRS 112, Income Taxes, whereby under FRS 112, deferred tax liabilities are provided for, using the liability method, on temporary differences at the balance sheet date, between the tax bases of assets and liabilities and their carrying amounts in the financial statement.

B6.
Profit on Sale of Unquoted Investment and/or Properties

There was no disposal of unquoted investment or properties during the financial quarter under review.

B7.
Purchase and Disposal of Quoted Securities 

There was no purchase or disposal of quoted securities during the financial quarter under review.

B8.
(a)
Status of Corporate Proposals

There were no corporate proposals announced and not completed as at the date of this report. 

 (b)
Status of Utilisation of Proceeds Raised from Corporate Proposal 
The proceeds received from the Two-Call Rights Issue in October 2005 amounting to RM16.34 million, of which RM15.79 million was for working capital and RM0.55 million was for defraying the expenses relating to the Two-Call Rights Issue. Proceeds earmarked for expenses related to the Two-Call Rights Issues have been disbursed accordingly. As at to date, proceeds earmarked for working capital have yet to be utilised.

B9.
Group Borrowings and Debt Securities

(a)           Bank Borrowings 

	
	Secured
	Unsecured

	
	RM
	RM

	Repayable within twelve months
	370,091
	1,560,000

	Repayable more than twelve months
	3,442,107
	1,990,000

	
	3,812,198
	3,550,000


The unsecured term loans are to part finance the purchase of EDC terminals of the Group. The term loans bear an interest rate between 6.15% to 7.75% per annum.

The secured term loan from a local financial institution is to finance the purchase of  three (3) units of 4 ½ storey shop office. The term loan bears an interest of 5.0 % per annum on monthly rest for three (3) years and thereafter Base Lending Rate (BLR) + 0.60% per annum and is repayable over fifteen (15) years.  

(b) Hire Purchase

	
	

	
	RM

	Repayable within twelve months
	464,379

	Repayable more than twelve months
	 48,305

	
	512,684


The Hire Purchase payable of the Group as at 31 December 2005 represented hire purchase for the Group’s motor vehicles, the portion of the hire purchase due within one (1) year was classified as current liabilities.

B10.
Off Balance Sheet Financial Instruments

The Company does not have any financial instruments with off balance sheet risk as at the date of this report.

B11.
Material Litigation

The Company is not engaged in any material litigation either as plaintiff or defendant and the directors do not have any knowledge of any proceedings pending or threatened against the Company as at the date of this report.

B12.
Dividend 

No dividend has been declared or paid during the current quarter under review. 

B13.
Earnings Per Share

a)
Basic earnings per share


The basic earnings per share is calculated by dividing the Group’s net profit attributable to shareholders by the weighted average number of ordinary shares of RM0.10 each in issue during the period.

	
	Individual Quarter Ended
	Cumulative Quarter Ended

	
	31.12.2005
	31.12.2004
	31.12.2005
	31.12.2004

	Net profit attributable to shareholders (RM’000)
	6,909
	3,886
	11,656
	7,652

	Weighted average number of shares in issue (‘000)
	552,917
	420,905
	426,171
	375,436

	Basic earnings per share (sen)
	1.25
	0.92
	2.73
	2.04


 (b)
Fully diluted earnings per share


The fully diluted earnings per share is calculated by dividing the net profit attributable to shareholders by the weighted average number of shares in issue adjusted for dilutive potential shares issueable in respect of share options pursuant to ESOS.


	
	Individual Quarter Ended
	Cumulative Quarter Ended

	
	31.12.2005
	31.12.2004
	31.12.2005
	31.12.2004

	Net profit attributable to shareholders (RM’000)
	6,909
	3,886
	11,656
	7,652

	Weighted average number of shares in issue (‘000)

Adjustments for share options (‘000)
	552,917
23,362
	420,905
4,316
	426,171
5,888
	375,436
3,888

	
	576,279
	425,221
	432,059
	379,324

	Diluted earnings per share (sen)
	1.20
	0.91
	2.70
	2.02


The weighted average number of ordinary shares was adjusted pursuant to the Rights Issue, and the Rights Issue was adjusted as if it occurred prior to the beginning of 2004.  
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