POS MALAYSIA & SERVICES HOLDINGS BERHAD                                                                      

NOTES TO THE INTERIM FINANCIAL REPORT

A1.  Basis of preparation  

The interim financial statements are unaudited and have been prepared in compliance with the Malaysian Accounting Standards Board (“MASB”) 26 Interim Financial Reporting and Chapter 9 Part K of the Listing Requirements of Malaysia Securities Exchange Berhad (“MSEB”). The interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2002. The Group has adopted the same accounting policies and methods of computation in the financial statements for the current reporting period as with the audited financial statements for the year ended 31 December 2002 other than the changes in accounting policies arising from the following new approved accounting standards adopted and applied in these financial statements:

· MASB 25 – Income Taxes

· MASB 29 – Employee Benefits

With the exception of MASB 29, there are no changes in accounting policy that affect net profit or shareholders’ equity as the Group was already following the recognition and measurement principles in those standards.

A2. Audit report 


The audit report for the audited financial statements for the year ended 31 December 2002 was reported  without any audit qualification.

A3. Seasonal or cyclical factors 


The Group’s operations were not affected by any seasonal or cyclical factors, except for the postal and its related services entities.

A4. Unusual items 


There were no unusual items for the current quarter and financial year. 

A5. Changes in estimates 


There were no changes in estimates of amount, which would materially affect the current reporting period. 

A6. Debt and equity securities 


During the financial year-to-date, the Company increased its issued and paid-up share capital from RM429,375,991 to RM440,965,991 as a result of :                                                                                   (i) the issuance of 10,217,000 new ordinary shares of RM1.00 each to eligible persons who have subscribed to the Preferential Allocation of up to 19,539,399 new ordinary shares of RM1.00 each in Pos Malaysia & Services Holdings Berhad (“PSH”);                                                                                                                            (ii) the issuance of 773,000 new ordinary shares of RM1.00 each to eligible employees who have  exercised their options under the PSH Employee Share Option Scheme (“ESOS”); and                                                                                                          (iii) RM1,080,000 nominal amount of 8% Irredeemable Convertible Unsecured Loan Stocks 1999/2004 (“ICULS 1999/2004”) were converted into 600,000 new ordinary shares of RM1.00 each.                                             

Other than those above, there was no cancellation, repurchase, resale and repayment of debt and equity securities.

 A7.  Dividends paid

	       
	3 months ended               31 December 2003            RM’000
	Year ended            31 December 2003                      RM’000

	Ordinary                                                                  Final paid:

Year ended 31/12/2002 – 4 sen per share less tax
	-
	11,255


A8. Segmental reporting 

Segmental reporting for the current year is as follows:

	Business segment
	Holding company
	Postal and its related services
	Others, including property investment   and investment holding
	Total



	
	RM’000
	RM’000
	RM’000
	RM’000

	Revenue
	-
	656,887
	964
	657,851

	
	
	
	
	

	Segment results
	(4,423)
	58,394
	453
	54,424

	Unallocated expenses
	
	
	
	-

	Operating profit
	
	
	
	54,424

	Finance costs
	
	
	
	(6,690)

	Interest income
	
	
	
	26,038

	Share of profit of  associated companies
	
	
	
	17,721

	Income taxes
	
	
	
	(28,164)

	Net profit
	
	
	
	63,329

	
	
	
	
	

	Segment assets
	480,515
	1,059,288
	41,498
	1,581,301

	Investment in equity method associates
	
	91,816
	
	91,816

	Total assets
	
	
	
	1,673,117

	
	
	
	
	

	Segment liabilities
	82,997
	415,081
	328
	498,406

	Total liabilities
	
	
	
	498,406

	
	
	
	
	

	Capital expenditure
	13
	33,933
	-
	33,946

	Depreciation
	44
	46,488
	354
	46,886

	
	
	
	
	



The activities are conducted principally in Malaysia and accordingly, no information on the Group’s operations by geographical segments has been provided.

A9.  Valuation of property, plant and equipment 


There was no valuation of property, plant and equipment for the Group during the current quarter and financial year.

A10. Subsequent events


There were no material events subsequent to the end of the reporting period that have not been reflected in the financial statements.

A11. Changes in the composition of the Group 


There were no changes in the composition of the Group for the current quarter and financial year, other than PSH Research Sdn Bhd which was struck off from the register of the Companies Commission of Malaysia pursuant to Section 308 of the Companies Act 1965.

A12. Contingent liabilities or contingent assets 

There were no contingent liabilities at the end of the reporting period, except for the following:- 

        (i)
pursuant to the agreement entered into with Malayan Banking Berhad (“MBB”) on the sale of PhileoAllied Bank (Malaysia) Berhad (“PALB”) and Phileo Allied Securities Sdn. Bhd. (“PASSB”) dated 30 August 2000 (the “Share Sale Agreement”), the Company and its subsidiary, PSH Allied Berhad (“PSHA”) have given certain warranties, undertakings and obligations to MBB, which shall continue for a period of twenty four (24) months from the Completion Date of 31 January 2001. Save as disclosed in Note B11(a) - (c), there are no legal suits filed by MBB arising from the above warranties, undertakings and obligations as at the date of this report.
(ii)
for material litigation matters identified in the Share Sale Agreement, the Company and PSHA have agreed to indemnify MBB to the extent of the amount stated in the final judgement (including taxed costs and costs of solicitors in defending the claims) if the claim for indemnity is received by the Company and PSHA within 4 years from the Completion Date of 31 January 2001. There were no claims for indemnity from MBB arising from the above material litigation matters as at the date of this report.

 (iii)
on 4 December 2002, Prestige Future Sdn Bhd, a wholly-owned subsidiary of PSH, has filed a Writ of Summons together with a Statement of Claim against Tan Sri Datuk Ting Pek Khiing for an amount of RM13,288,441.73 together with interests thereon, costs on an indemnity basis and such further or other relief as the Court deems fit and just to grant. The matter is pending at the High Court.

There were no contingent assets at the end of the reporting period.

ADDITIONAL INFORMATION REQUIRED BY THE KLSE LISTING REQUIREMENTS

B1. Review of performance

The pre-tax profits of the Group for the current quarter is RM30.1 million which is higher as compared to the preceding year corresponding quarter of RM19.9 million according to major business groups are as follows:- 

	
	3 Months Ended 
	3 Months Ended 

	
	31 December 2003
	31 December 2002

	
	RM’000
	RM’000

	Holding company
	644
	(1,211)

	Postal and its related services
	29,512
	20,951

	Others, including property investment and investment holding
	(53)
	119

	
	30,103
	19,859


The holding company registered a profit before taxation of RM0.6 million in the current quarter as compared to a loss before taxation of RM1.2 million in the preceding corresponding quarter. This is mainly due to higher interest income earned in the current quarter.

The postal and its related services holding company registered a higher profit before taxation of RM29.5 million in the current quarter as compared to a profit before taxation of RM21.0 million in the preceding corresponding quarter. This is mainly due to the increase in associated companies’ profit of RM5.7 million and higher revenue from mail in the current quarter.
B2. Material changes in quarterly results as compared to the results of the preceding quarter 

The results of the Group according to major business groups are as follows:-

	
	3 Months Ended 
	3 Months Ended 

	
	31 December 2003
	30 September 2003

	
	RM’000
	RM’000

	Holding company
	644
	43

	Postal and its related services
	29,512
	17,896

	Others, including property investment  and investment holding
	(53)
	181

	
	30,103
	18,120


The holding company registered a profit before taxation of RM644,000 in the current quarter as compared to a profit before taxation of RM43,000 in the preceding quarter. This is mainly due to higher interest income earned  in the current quarter.

The postal and its related services holding company registered a higher profit before taxation of RM29.5 million in the current quarter as compared to a profit before taxation of RM17.9 million in the preceding quarter. This is mainly due to the increase in associated companies’ profit of RM6.2 million and higher revenue from mail in the current quarter.
B3. Future prospects

Barring any unforeseen circumstances, the Board of Directors is positive about the Group’s performance for the next financial year. The Group’s postal and its related services are expected to improve in line with the current economic conditions.
B4. Variance of actual profit from profit forecast

The group has recorded a positive variance of approximately RM28.1 million or 80% as compared to projected profit after tax and minority interest of RM35.2 million for profit forecast for the year ended 31 December 2003. This is mainly due to reversal of provision for diminution in value of marketable securities amounting to RM9.4 million was not previously forecasted, and higher actual mail revenue over forecasted mail revenue by RM18.6 million which was based on unfavourable economic conditions due to SARS.

B5. Tax expense 

Taxation consists of:

	
	3 Months Ended 
	Year Ended

	
	31 December 2003
	31 December 2003

	
	RM’000
	RM’000

	Current tax
	9,861
	27,845

	Deferred tax
	279
	279

	Under provision in prior years 
	-
	40

	
	10,140
	28,164


The effective tax rate of the Group for the current quarter and financial year were higher than the statutory tax rate due mainly to certain expenses not being deductible for tax purposes .

B6. Sale of unquoted investments and/or properties


There was no sale of investments in subsidiaries and/or properties during the current quarter and financial year. 

B7. Purchase and disposal of quoted securities 

Summary of total purchases and sales of quoted securities for the financial year and profit/loss arising therefrom:-

	
	Long term investments
	Marketable Securities

	
	Quoted shares
	Quoted unit trust
	Quoted bonds/loan stocks
	Quoted shares

	
	RM’000
	RM’000
	RM’000
	RM’000

	 Total Purchases
	 -
	-
	-
	78,107

	 Total Disposals
	-
	-
	-
	81,152

	 Total Gain on Disposal
	-
	-
	-
	3,013

	
	
	
	
	

	Summary of quoted securities as at 31 December 2003 were as follows:-
	
	
	
	

	Total investments at cost
	23,019
	74,370
	3,879
	119,388

	Total investments at carrying value/book value (after provision for diminution in value)
	23,019
	62,358
	3,879
	55,304

	Total investment at market value at end of reporting period
	15,883
	40,304
	3,879
	55,304

	
	
	
	
	


B8. Status of corporate proposals

In relation to the acquisition of the entire equity interest in Pos Malaysia Berhad (“POS”), the subject draft lease agreements of the procurement of the ownership for all types of subject properties by POS including those land categorised as federal reserve land with the Federal Land Commissioner have been finalised; pending some actions which need to be undertaken. 

B9. Group borrowings

There were no borrowings for the Group at the end of the reporting period.

B10. Off balance sheet financial instruments

There were no financial instruments with off balance sheet risk at the date of this quarterly report.

B11.  Material litigation

(a)  On 18 January 2002, the Company and PSH Allied Berhad (“Defendants”) were served with a Writ of Summons and Statement of Claim by Malayan Banking Berhad (“the Plaintiff”) (Kuala Lumpur High Court D3-22-2240-2001) The Plaintiff claims against the Defendants for:

(i) a declaration that the Defendants are in breach of their warranties and undertakings under the Share Sale Agreement in failing to make specific disclosure of the condition of the loan and security documents in relation to the credit facility granted by Phileo Allied Credit & Leasing Sdn Bhd to Salient Growth Sdn Bhd;

(ii) a declaration that the Defendants are liable, jointly and severally, to indemnify the Plaintiff and keep indemnified the Plaintiff from and against all claims, demands, damages, losses (including loss of profit), cost, obligations, penalties, liabilities, fines and expenses sustained by the Plaintiff in respect of the Defendants’, or either of the Defendants’ breach referred to in (i) above;

(iii) that the Plaintiff be indemnified as referred to in (ii) above and be at liberty to apply for an assessment of the amount to be paid thereunder;

(iv) damages to be assessed;

(v) that the cost of this action be borne by the Defendants; and

(vi) such further or other reliefs as this Honourable Court deems fit and proper.

On 30 July 2002, Defendants’ application to strike out Plaintiff’s Writ of Summons was allowed with costs by the Senior Assistant Registrar. A Notice of Appeal to Judge In Chambers dated 6 August 2002 filed by the Plaintiff has been dismissed with costs on 25th April 2003. A Notice of Appeal to the Court Of Appeal dated 20 May 2003 has been filed by the Plaintiff. The matter is pending before the High Court.

(b) 
On 2 April 2003, the Company and PSH Allied Berhad (“Defendants”) were served with a Writ of Summons and Statement of Claim (Kuala Lumpur High Court Civil Suit No. D3-22-330-2003) by Malayan Banking Berhad (“Plaintiff”). The Plaintiff claims against the Defendants for the following:

(i) 
a declaration that the Defendants are in breach of the warranties and undertakings under the Share Sale Agreement in failing to make specific disclosure of the condition of two margin accounts maintained by Zuhrah Sentosa Sdn Bhd and Ujung Prinsip Sdn Bhd respectively with Mayban Securities Sdn Bhd (formerly known as Phileo Allied Securities Sdn Bhd);

(ii) 
a declaration that Defendants are liable, jointly and severally to indemnify the Plaintiff and keep indemnified the Plaintiff from and against all claims, demands, damages, losses, cost, obligations, penalties, liabilities, fines and expenses sustained by the Plaintiff in respect of the Defendants’ or either of the Defendants’ breach referred to in (i) above; 

(iii) 
that the Plaintiff be indemnified as referred to in (ii) above and be at liberty to apply for an assessment of the amount to be paid thereunder;

(iv)
special damages in the sum of RM41,790,851.83 as at 31.01.2000 with interest thereon at the rate of 12.25% per annum from 1.02.2000 until the date of full payment;

(v)
general damages;

(vi)
interest on the sums payable as damages; 

(vii)
costs to be borne by the Defendants; and

(viii)  
such further or other reliefs as the Court deems fit and proper.

The Company has appointed solicitors to defend the suit and the matter is pending before the High Court.

(c) 
On 2 April 2003, the Company and PSH Allied Berhad (“Defendants”) were served with a Writ of Summons and Statement of Claim (Kuala Lumpur High Court Civil Suit No. D3-22-331-2003) by Malayan Banking Berhad (“Plaintiff”). One Zainuddin bin Abu Bakar (“the Claimant”) instituted an action against Mayban Allied Berhad (formerly PhileoAllied Bank (Malaysia) Berhad) based on an alleged breach of credit facilities granted by Mayban Allied Berhad to the Claimant (“the Action”). The Plaintiff claims against the Defendants for the following: 

(i) a declaration that the Defendants are in breach of the warranties and undertakings under the Share Sale Agreement in failing to make specific disclosure of the Action;

(ii) a declaration that Defendants are liable, jointly and severally to indemnify the Plaintiff and keep indemnified the Plaintiff from and against all claims, demands, damages, losses, cost, obligations, penalties, liabilities, fines and expenses sustained by the Plaintiff in respect of the Defendants’ or either of the Defendants’ breach referred to in (i) above; 

(iii) that the Plaintiff be indemnified as referred to in (ii) above and be at liberty to apply for a assessment of the amount to be paid thereunder;

(iv) special damages in the sum of (a) RM6,021,462.00 with interest thereon at the rate of 8% per annum from 3.10.2000 until the date of full payment and (b) RM200,000.00.;

(v) general damages;

(vi) interest on the sums payable as damages; 

(vii) costs to be borne by the Defendants; and

(viii) such further or other reliefs as the Court deems fit and proper.
The Company has appointed solicitors to defend the suit and the matter is pending before the High Court.
(d) 
A wholly-owned subsidiary of the Company, Prestige Future Sdn Bhd (“PFSB”) has on 4 December 2002 filed a Writ Summons together with a Statement of Claim against Tan Sri Datuk Dr Ting Pek Khiing (“the Defendant”) for an amount of RM13,288,441.73 together with interests thereon. Pursuant to the Statement of Claim, PFSB is seeking the following relief against the Defendant:-

(i) the sum of RM13,288,441.73 (comprising the principal sum of RM8,210,845.75 and interest) as at 14 November 2002;

(ii) interest at the rate of 13.5% per annum on the principal sum of RM8,210,845.75 from 15 November 2002 to date of full payment;

(iii) costs on an indemnity basis; and

(iv) such further or other relief as the Honourable Court deems fit and just to grant.

   The matter is pending before  the High Court.
B12. Dividend 

The Board of Directors will make a decision on dividends for the year ended 31 December 2003 later. 

B13. Earnings per share (EPS) 

The basic earnings per share has been calculated based on the Group’s profit after tax and on the weighted average number of ordinary share in issue during the financial period. The weighted average number of ordinary shares has been adjusted for the number of treasury shares of 38,588,000.

	
	3 months ended

31 Dec 2003
	3 months ended

31 Dec 2002
	Year   ended

31 Dec 2003
	Year ended

31 Dec 2002

	Group’s profit after taxation (RM’000)
	19,963
	11,550
	63,329
	47,681

	Weighted average number of ordinary shares outstanding (‘000) 
	401,644
	390,788
	    395,056
	390,788

	
	
	
	
	

	Basic earnings per share (sen)
	4.97
	2.96
	16.03
	12.20


Diluted earnings per share 

The diluted earnings per share has been calculated by dividing the Group’s net profit attributable to shareholders by the weighted average number of ordinary shares in the Company that would have been in issue at the beginning of the financial period and at its issuance date had all the ICULS 1999/2004 been converted and all the ESOS been exercised at that date. The Group’s net profit attributable to shareholders is arrived at by assuming that there is interest savings arising from the conversion of ICULS 1999/2004.

	
	3 months ended

31 Dec 2003
	3 months ended

31 Dec 2002
	Year ended

31 Dec 2003
	Year ended

31 Dec 2002

	Group’s profit after taxation (RM’000)
	19,963
	N/A
	63,329
	N/A

	Elimination of interest on ICULS (RM’000)
	1,664
	N/A
	6,603
	N/A

	Sub-total (RM’000)
	21,627
	N/A
	69,932
	N/A

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000)  
	401,644
	N/A
	395,056
	N/A

	Adjustment for exercise of ESOS (‘000)
	7,208
	N/A
	7,208
	N/A

	Adjustment  for conversion of ICULS (‘000)  
	46,457
	N/A
	45,857
	N/A

	Sub-total (’000)
	455,309
	N/A
	448,121
	N/A

	
	
	
	
	

	Diluted earnings per share (sen)
	4.75
	N/A
	15.61
	N/A


BY ORDER OF THE BOARD

THEAN SIEW HEIN

COMPANY SECRETARY

27 February 2004 
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