GHL SYSTEMS BERHAD

(Company No: 293040-D)

Quarterly report on consolidated results for the third quarter ended 30 September 2006
A. 
EXPLANATORY NOTES AS PER FRS 134 

A1.      Basis of Preparation

The quarterly financial report has been prepared in compliance with                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                          FRS 134 Interim Financial Reporting and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad for the MESDAQ Market.
The quarterly financial report should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2005.

A2.
Changes in accounting policies
There have been no changes in the Group’s and the Company’s existing accounting policies and the policies have been consistent with prior years. However, the Group and the Company adopted new/revised Financial Reporting Standards (“FRS”) which are effective from 1 January 2006 as stated below:-
New FRS

FRS 1

First-time Adoption of Financial Reporting Standards

FRS 2

Share-based Payment

FRS 138
Intangible Assets

FRS 140
Investment Property

Revised FRS
FRS 3

Business Combinations

FRS 5

Non-current Assets Held for Sale and Presentation of Discontinued Operations

FRS 101
Presentation of Financial Statements
 


FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 127
Consolidated and Separate Financial Statements  
FRS 128
Investments in Associates 
FRS 131
Interests in Joint Ventures

FRS 132
Financial Instruments: Disclosure and Presentation

FRS 133
Earnings Per Share

FRS 136
Impairment of Assets

With the exception of FRS 2, 3, 101, 136 and 138, the adoption of the remaining FRSs do not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of the new/revised FRSs are as follows: 

(a)
FRS 2: Share-based Payment

This FRS requires an entity to recognise share-based payment transactions in its financial statements, including transactions with employees or other parties to be settled in cash, other assets, or equity instruments of the entity.

The Company operates an Employee Share Options Scheme (“ESOS”) plan for the employees of the Group. Prior to 1 January 2006, no compensation expense was recognised in profit or loss for share options granted. With the adoption of FRS 2, the compensation expense relating to share options is recognised in profit or loss over the vesting periods of the grants with a corresponding increase in equity. The total amount to be recognised as compensation expense is determined by reference to the fair value of the share options at the date of the grant and the number of share options to be vested by vesting date. At every balance sheet date, the Group revises its estimates of the number of share options that are expected to vest by the vesting date. Any revision of this estimate is included in profit or loss and a corresponding adjustment to equity over the remaining vesting period.

Under the transitional provisions of FRS 2, this FRS must be applied to share options that were granted after 31 December 2004 and had not yet vested on 1 January 2006. The application is retrospectively. As the fair value of the options granted at the grant date is lower than the exercise price of RM0.10 of the option, no costs need to be charged to the income statement for the prior year and as for the current financial period there is no new grant of ESOS yet.

(b) FRS 3: Business Combinations, FRS 136: Impairment of Assets and FRS 138: Intangible Asets
FRS 3 “Business combination” requires goodwill acquired in a business combination to be carried at cost less any accumulated impairment losses and prohibits the amortisation of the goodwill. Under FRS 136 “Impairment of Assets”, periodic impairment reviews are required if there are indications that goodwill may be impaired. Previously, the Group carried goodwill in the balance sheet at cost. This change in accounting policy has been accounted for prospectively for business combination where the agreement date is on or after 1 January 2006. The Group has therefore needed to test the goodwill for impairment in accordance with FRS 136. The change has no impact on amount reported for prior periods. 

Under FRS 3, negative goodwill which represents the excess in fair value of the net identifiable assets acquired over the cost of the acquisition, is now recognised immediately to the income statement. 

(c) 
FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statements, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. This FRS also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amounts attributable to equity holders of the parent and to minority interest.
A3.
Audit Report

The audit report for the annual financial statements of the Group for the financial year ended 31 December 2005 was not subject to any qualification.
A4.
Seasonal or Cyclical Factors

The business of the Company is not affected by any significant seasonal or cyclical factors.

A5.
Unusual Items

During the current quarter under review, there were no items or events that arose and affected the assets, liabilities, equity, net income or cash flows, to the effect that is of unusual nature, size or incidence.

A6.
Change in estimates

There were no changes in the estimates of amounts reported in the previous quarter that have a material effect on the results for the current quarter under review.
A7.
Changes in Debts and Equity Securities

There were no issuance and repayment of debt and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares during the current quarter under review except for the following:-

ESOS option

On 28 October 2005, the Company offered 69,807,200 ESOS options at an exercise price of RM0.10 per share to eligible directors and eligible employees of the Group for a period of three (3) years. As at 30 September 2006, 6,125,600 ESOS options had lapsed and 56,794,500 ESOS options still remained unexercised.

On 10 March 2006, the Company issued and allotted 6,887,100 ordinary shares of RM0.10  each pursuant to exercise of ESOS options. Pursuant to this exercise of ESOS Options and as at 30 September 2006, the paid-up share capital of the Company increased by RM688,710 of ordinary shares of RM0.10 each to RM55,148,086.00. 

A8.
Dividend 

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

A9.
Segmental Reporting

The principal businesses of the Group are dealing in Electronic Draft Capture equipment and related services, and developing and selling of software programmes in Malaysia and Asian region which are essentially within a single business segment and as such, segmental reporting is not necessary.
A10.
Valuation of Property, Plant and Equipment


The Company did not revalue any of its property, plant and equipment.

A11.
Material Events Subsequent to 30 September 2006

There were no material events between 30 September 2006 and the date of this report that have not been reflected in the financial statement for the quarter under review except for the following:-
i)
On 4 October 2006, the Company issued and allotted 9,919,100 ordinary shares of RM0.10 each pursuant to exercise of ESOS options. 

ii)
On 1 November 2006, the Company issued and allotted 56,139,996 new ordinary shares of RM0.10 each pursuant to the Bonus Issue, which were listed and quoted on 10 November 2006.

iii)
On 8 November 2006, the Company issued and allotted 3,119,300 ordinary shares of RM0.10 each pursuant to exercise of ESOS options.


Pursuant to the exercise of ESOS Options and the Bonus Issue, the issued and paid up share capital of the Company increased to RM 62,065,925.60 comprising 620,659,256.
iv) On 16 October 2006, GHL (China) Co. Ltd, 51.25% owned subsidiary of GHL International Sdn Bhd, which is wholly owned subsidiary of GHL Systems has subscribed for 2,000,000 shares of RMB1.00 (Chinese Renmimbi) each in GHL Beijing Co. Ltd (“GHL Beijing”) for a cash consideration of RMB2,000,000, equivalent to 100% of the total issued and paid up share capital of GHL Beijing.  
v) On 8 November 2006, the Company offered 15,723,000 ESOS options at an exercise price of RM0.21 per share to eligible employees of the Group and shall be expired on 27 October 2008. 

A12.   Changes in the Composition of the Group
i) GHL International’s subscription for new ordinary shares of HK$1.00 each (“Shares”) in GHL (China) Company Limited (“GHL China”) are as follows:-

	Date
	Shares 
Subscribed

	01.09.2005
	      117,000

	01.02.2006
	      117,000

	13.03.2006
	      117,000

	21.07.2006
	      264,000

	Total
	      615,000


The authorised share capital of GHL China is HK$1,560,000 and total issued and paid-up share capital of GHL China is HK$1,200,000. On 21 July 2006, GHL International has subscribed for an aggregate of 615,000 ordinary shares of HK$1.00 each in GHL China, and the shareholding of GHL International in GHL China has increased to 51.25%. 
ii) On 3 March 2006, GHL International and Privilege Investment Holdings Pte Ltd and GHLSYS Singapore Pte Ltd (“GHLSYS Singapore”) have mutually agreed to terminate the Shareholders Agreement entered into on 31 October 2005. The shareholding of GHL International in GHLSYS Singapore remained at S$1.00 which represent 100% of the total issued and paid up share capital of GHLSYS Singapore.
iii) On 20 June 2006, GHL International has subscribed for one (1) new ordinary share of HK$1.00 each in PaymentOne (HK) Pte Limited (“PaymentOne HK”),  equivalent to 100% of the total issued and paid up share capital of PaymentOne HK.
On 18 September 2006, GHL International has subscribed for an additional 9,999 new ordinary shares of HKD1.00 each in PaymentOne HK. As a result, GHL International shareholding in PaymentOne HK comprising of 10,000 ordinary shares of HKD1.00 each, equivalent to 100% of the total issued and paid up share capital of PaymentOne HK. 
iv) On 26 June 2006, GHL International, a wholly owned subsidiary of the Company has subscribed for 106,275 new shares of PHP100.00 (Philippines Peso One Hundred) each in GHLSYS Philippines, Inc, (“GHLSYS Philippines”) equivalent to 99.99% of the total issued and paid-up share capital of GHLSYS Philippines.
v) On 7 July 2006, GHL International Sdn Bhd (“GHL International”) has subscribed for 9,800 new preferred shares of One hundred (100) Baht each in GHL (Thailand) Co., Ltd (“GHL Thailand”), equivalent to 49% of the total issued and paid up share capital of GHL Thailand. One (1) preferred share carried Fifty (50) voting rights and fifty times of dividend payment whereas one (1) ordinary share carried one (1) voting rights and one (1) time of dividend payment. Therefore, GHL International has 97.96% of voting rights in GHL Thailand. 

GHL International holds additional 1.24% of voting rights in GHL Thailand through a proxy as below:

a) The 6,193 ordinary shares of GHL Thailand held by Panyawuth Sua-Ek is pledged to GHL International and GHL International also has an irrevocable option to purchase at any time pursuant to Pledge of Shares Agreement dated 15 May 2006.

b)
Albert Mah Lian Kee, a director of GHL Thailand is a proxy holder of the 6,193 ordinary shares of GHL Thailand held by  Panyawuth Sua-Ek pursuant to an irrevocable and unconditional proxy appointment dated 15 May 2006. Albert Mah Lian Kee, an employee of GHL Systems, is accustomed to follow the directions of GHL Systems and/ or GHL Internatioanl.  

As a result, GHL International holds approximately 99.2% of voting rights in GHL Thailand.
vi) On 4 September 2006, GHL International has subscribed for one (1) new ordinary share of SGD1.00 each in PaymentOne Singapore Pte Limited (“PaymentOne Singapore”), which equivalent to 100% of the total issued and paid up share capital of PaymentOne Singapore.
vii) On 29 September 2006, the Company has entered into a Sale and Purchase of Shares 

Agreement with Always Wealthy Sdn Bhd (“Always Wealthy”) to sell the entire stake of 38,000,000 units of ordinary shares of RM0.10 each in MobilityOne Berhad for a cash consideration of RM5,700,000.00 (“Purchase Price”). Always Wealthy had paid 10% of the Purchase Price as non-refundable deposit and the balance of the Purchase Price is to be settled within three (3) months from the date of the Agreement.    
A13.
Contingent Liabilities 


Save as disclosed below, the Group does not have any contingent liabilities as at the date of 

this report.

	Limit of guarantees
	RM

	Banker’s guarantee in favour of third parties
	

	- Secured

	  2,450,000      

	- Unsecured
	  7,450,000

	
	  9,900,000


Amount utilised






   
	Banker’s guarantee in favour of third parties
	

	- Secured

	     100,000      

	- Unsecured
	     -

	
	     100,000

	       

	

	Corporate guarantee given to financial institution for banking facilities granted to a wholly owned subsidiary company
	  2,500,000      

	
	

	Corporate guarantee given to financial institution for banking facilities granted to an associated company 
	  1,050,000      


A14.
Capital commitment



There was no capital commitment as at the date of this report.
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