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 Bursa Malaysia Securities Berhad (“BMSB”). The interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2003. 

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 2003 except for the change in accounting policy with respect to the treatment for reserve on consolidation. The difference between the acquisition cost and the fair values are reflected as goodwill or reserve on consolidation and is systematically amortised on a straight-line basis over the years during which the benefits are expected to arise.  In the previous years, reserve on consolidation was not amortised. The Directors are of the opinion that the change in accounting policy results in a more appropriate presentation of the financial statements. This change in accounting policy has been accounted for retrospectively.

A2. Audit report 


The audit report for the audited financial statements for the year ended 31 December 2003 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-to-date. 

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 RM440,965,991 to RM501,942,053 as a result of :                                                                                   (i)  the issuance of 15,120,000 new ordinary shares of RM1.00 each to eligible employees who have  exercised their options under the Company’s Employee Share Option Scheme (“ESOS”); and                                                                                                          (ii) RM62,722,720 nominal amount of 8% Irredeemable Convertible Unsecured Loan Stocks 1999/2004 (“ICULS 1999/2004”) were converted into 34,845,189 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. Resale of Treasury shares

During the current quarter, the Company sold 2,000,000 treasury shares. The balance of treasury shares as at 31 December 2004 amounted to 36,588,000.

 A8.  Dividends paid

	   
	3 months ended               31 December 2004            RM’000
	12 months ended            31 December 2004                      RM’000

	Ordinary                                                                  Final paid:

Year ended 31/12/2003 – 5 sen per share less tax
	-
	15,108


A9. Segmental reporting 

Segmental reporting for the current year-to-date 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
	-
	693,459
	910
	694,369

	
	
	
	
	

	Segment results
	(8,465)
	65,189
	1,025
	57,749

	Unallocated income
	
	
	
	6,271

	Operating profit
	
	
	
	64,020

	Finance costs
	
	
	
	(4,537)

	Interest income
	
	
	
	29,219

	Share of profit of  associated companies
	
	
	
	23,292

	Income taxes
	
	
	
	(35,853)

	Net profit
	
	
	
	76,141

	
	
	
	
	

	Segment assets
	488,198
	1,094,506
	43,473
	1,626,177

	Associated companies
	
	107,536
	
	107,536

	Total assets
	
	
	
	1,733,713

	
	
	
	
	

	Segment liabilities
	366
	399,965
	282
	400,613

	Total liabilities
	
	
	
	400,613

	
	
	
	
	

	Capital expenditure
	59
	14,222
	77
	14,358

	Depreciation
	54
	43,232
	373
	43,659

	Amortisation
	6,271
	-
	-
	6,271



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

A10.  Valuation of property, plant and equipment 


There has not been any valuation of property, plant and equipment for the Group, except for the valuation of seven (7) pieces of land and a 7-storey office building in Ipoh.

A11. Subsequent events

On 16 December 2004, pursuant to an Extraordinary General Meeting, the Group subscribed 40,480,000 new ordinary shares of RM1.00 each in Transmile Group Berhad (“TGB”) representing approximately 20.3% of the enlarged issued and paid up share capital of TGB comprising the following:

(ii) Subscription of 24,800,000 new ordinary shares of RM1.00 each in TGB by Pos Malaysia Berhad (“PMB”), a wholly owned subsidiary at a subscription price of RM6.25 per share for a total consideration of RM150 million to be settled by way of the transfer of the registered and beneficial ownership of 30,000,000 ordinary shares of RM1.00 each in Transmile Air Services Sdn. Bhd. (“TAS”) representing the entire equity interest held by PMB in TAS to TGB; and

(iii) Subscription of 15,680,000 new ordinary shares of RM1.00 each in TGB by PSH at a subscription price of RM6.25 per share for a total consideration of RM98 million

The above exercise was completed on 4 January 2005.

A12. Changes in the composition of the Group 


There were no changes in the composition of the Group for the current quarter and financial year-to-date.

A13. Contingent liabilities or contingent assets 

There were no changes in the contingent liabilities as at the date of this announcement since the preceding financial quarter 30 September 2004. 
There were no contingent assets at the end of the reporting period.

ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BMSB

B1. Review of performance

The pre-tax profit of the Group for the current quarter is RM18.8 million, a decrease over the preceding year corresponding quarter of RM30.1 million. The pre-tax profits of the major business segments are as follows:- 
	
	3 Months Ended 
	3 Months Ended 

	
	31 December 2004
	31 December 2003

	
	RM’000
	RM’000

	Holding company
	(209)
	644

	Postal and its related services
	19,858
	29,512

	Others, including property investment and investment holding
	(834)
	(53)

	
	18,815
	30,103


The holding company registered a loss before taxation of RM0.2 million in the current quarter as compared to a profit before taxation of RM0.6 million in the preceding year corresponding quarter. This is mainly due to allowances for diminution in value for long-term investment of RM3.2 million. However, this is mitigated by the amortisation for reserve on consolidation approximately RM1.6 million.
For the current quarter, the postal and its related services group registered a lower profit before taxation of RM19.8 million as compared to a profit before taxation of RM29.5million in the preceding year corresponding quarter. This is mainly due to the increase in operating expenses by RM18.7million and allowances for diminution in value for long term investment of RM13.5 million.

However, the increase in operating expenses is mitigated by the increase in revenue by RM8.8 million primarily from mail and courier coupled with a higher interest income and share of results from associated companies by RM3.6 million and RM3.4 million respectively.
B2. Material changes in quarterly results as compared to the results of the preceding quarter 

The results of the major segments of the Group are as follows:-

	
	3 Months Ended 
	3 Months Ended 

	
	31 December 2004
	30 September 2004

	
	RM’000
	RM’000

	Holding company
	(209)
	1,562

	Postal and its related services
	19,858
	28,885

	Others, including property investment  and investment holding
	(834)
	(120)

	
	18,815
	30,327


The holding company registered a loss before taxation of RM0.2 million in the current quarter as compared to a profit before taxation of RM1.5 million in the preceding corresponding quarter. This is mainly due to allowances for diminution in value for long-term investment of RM3.2 million. However, this is mitigated by the amortisation of negative goodwill approximately RM1.6 million.
For the current quarter, the postal and its related services group registered a lower profit before taxation of RM19.8 million as compared to a profit before taxation of RM28.8 million in the preceding corresponding quarter. This is mainly due to the increase in operating expenses by RM18.7million and allowances for diminution in value for long term investment of RM13.5 million.

However, the increase in operating expenses is mitigated by the increase in revenue by RM11.1 million primarily from mail and courier in line with higher volumes handled coupled with a higher interest income and share of results from associated companies by RM2.7 million and RM7.5 million respectively.

B3. Future prospects

Barring any unforeseen circumstances, the Board of Directors is positive regarding the Group’s performance for the next financial year. 
B4. Variance of actual profit from profit forecast

Not applicable.

B5. Tax expense 

Major component of tax expense:

	
	3 Months Ended 
	12 Months Ended 

	
	31 December 2004
	31 December 2004

	
	RM’000
	RM’000

	Current tax expense
	
	

	- company and subsidiary companies
	9,463
	33,864

	Over provision in prior years
	
	

	- company and subsidiary companies
	(5,030)
	(4,944)

	Deferred taxation
	98
	98

	Associated companies
	4,006
	6,835

	
	8,537
	35,853

	       Reconciliation:
	
	

	Profit before tax
	18,815
	111,994

	
	
	

	Tax at statutory income tax rate @ 28%
	4,721
	30,800

	Tax at statutory income tax rate @ 20%
	398
	398

	Income not subject to tax
	(201)
	(201)

	Tax effect of expenses not allowable for tax purposes
	6,301
	7,441

	Utilisation of current year’s investment allowances
	(84)
	(84)

	Utilisation of previously unrecognized tax losses
	(323)
	(323)

	Unrecognised deferred tax assets
	343
	343

	Effect on shortfall of Section 108
	1,788
	1,788

	Under provision of deferred tax in prior year
	624
	624

	Over provision of income tax in prior year
	(5,030)
	(4,933)

	
	8,537
	35,853


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-to-date. 

B7. Purchase and disposal of quoted securities 

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

	
	Marketable Securities

	
	Quoted shares

	
	3 months ended

31 December 2004
	Year ended

31 December 2004

	
	RM’000
	RM’000

	 Total Purchases
	17,885
	84,777

	 Total Disposals
	15,767
	80,939

	 Total Gain on Disposal
	866
	4,567


	
	Long term investments
	Marketable Securities

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

	
	RM’000
	RM’000
	RM’000
	RM’000

	Summary of quoted securities as at 31 December 2004 were as follows:-
	
	
	
	

	Total investments at cost
	23,019
	74,370
	3,879
	119,081

	Total investments at carrying value/book value (after provision for diminution in value)
	19,796
	50,750
	3,879
	50,633

	Total investment at market value at end of reporting period
	12,894
	44,463
	3,879
	50,633


B8. Status of corporate proposals

b) 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. 

c) On 16 December 2004, pursuant to an Extraordinary General Meeting, the Group subscribed 40,480,000 new ordinary shares of RM1.00 each in Transmile Group Berhad (“TGB”) representing approximately 20.3% of the enlarged issued and paid up share capital of TGB comprising the following:

(ii) Subscription of 24,800,000 new ordinary shares of RM1.00 each in TGB by Pos Malaysia Berhad (“PMB”), a wholly owned subsidiary at a subscription price of RM6.25 per share for a total consideration of RM150 million to be settled by way of the transfer of the registered and beneficial ownership of 30,000,000 ordinary shares of RM1.00 each in Transmile Air Services Sdn. Bhd. (“TAS”) representing the entire equity interest held by PMB in TAS to TGB; and

(iii) Subscription of 15,680,000 new ordinary shares of RM1.00 each in TGB by PSH at a subscription price of RM6.25 per share for a total consideration of RM98 million

The above exercise was completed on 4 January 2005.

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

 There is no change in the status of material litigation since the latest audited annual financial     statements of the Group for the year ended 31 December 2003.
B12. Dividend 

No interim dividend is recommended for the current quarter under review. 

B13. Earnings per share (EPS) 

The basic earnings per share has been calculated based on the Group’s net profit attributable to shareholders and on the weighted average number of ordinary shares in issue during the financial period. The weighted average number of ordinary shares has been adjusted for the exclusion of the number of treasury shares of 36,588,000.
	
	3 months ended

31 Dec. 2004
	3 months ended

31 Dec. 2003
	Year ended 2004
	Year ended 2003

	Group’s profit after taxation (RM’000)
	10,278
	19,963
	76,141
	61,041

	Weighted average number of ordinary shares outstanding (‘000) 
	440,720
	401,644
	422,036
	 395,056

	
	
	
	
	

	Basic earnings per share (sen)
	2.33
	4.97
	18.04
	15.45


Diluted earnings per share 

For diluted earnings per share calculation, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all dilutive potential ordinary shares. The Group has two categories of dilutive potential ordinary shares: ICULS 1999/2004 and ESOS granted to employees. The remaining ICULS 1999/2004 were fully converted to ordinary shares at a conversion price of RM1.80 in November 2004.

In the preceding quarters, the ICULS 1999/2004 is assumed to have been converted into ordinary shares and net profit for the period is adjusted to eliminate the applicable interest expense less the associated tax effect. In respect of the ESOS granted to employees, a calculation is done to determine the number of shares that could be acquired at fair value (determined as the average share price of the Company’s shares) based on the monetary value of the subscription rights attached to outstanding ESOS. The number of shares calculated is compared with the number of shares that would have been issued assuming the exercise of the ESOS. The difference is added to the denominator as an issue of ordinary shares for no consideration. The calculation serves to determine the “bonus” element in the ordinary shares outstanding for the purpose of computing the dilution. No adjustment is made to net profit for the period for the ESOS calculation.

	
	3 months ended

31 Dec. 2004
	3 months ended

31 Dec. 2003
	Year ended 2004
	Year ended 2003

	Group’s profit after taxation (RM’000)
	10,278
	19,963
	76,141
	61,041

	Elimination of interest on ICULS (RM’000)
	-
	1,664
	-
	6,603

	Sub-total (RM’000)
	19,483
	21,627
	80,643
	69,932

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000)  
	440,720
	401,644
	422,036
	 395,056

	Adjustment for exercise of ESOS (‘000)
	2,529
	7,208
	10,118
	7,208

	Adjustment  for conversion of ICULS (‘000)  
	-
	46,457
	-
	45,857

	Sub-total (’000)
	443,249
	455,309
	432,154
	448,121

	
	
	
	
	

	Diluted earnings per share (sen)
	2.32
	4.75
	17.62
	15.09


BY ORDER OF THE BOARD

THEAN SIEW HEIN

WOON YOKE LIM

COMPANY SECRETARIES

28 February 2005 
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