POS MALAYSIA & SERVICES HOLDINGS BERHAD                                                                      

NOTES TO THE INTERIM FINANCIAL REPORT

A1.  Basis of preparation  

The quarterly financial statements are unaudited and have been prepared in accordance with FRS 134 - Interim Financial Reporting issued by the Malaysian Accounting Standards Board (“MASB”) and part A of Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Malaysia”).

The same accounting policies and methods of computation are followed in the quarterly financial statements as compared with the Annual Financial Statements for the year ended 31 December 2005, except for the adoption of the following new and revised Financial Reporting Standard (“FRS”) issued by MASB that are effective for the Group’s first FRS annual reporting date, 31 December 2006:-

	
	FRS 2
	Share-based Payment

	
	FRS 3
	Business Combination

	
	FRS 5
	Non-current Assets Held for Sale and Discontinued Operations

	
	FRS 101
	Presentation of Financial Statements

	
	FRS 102
	Inventories

	
	FRS 108
	Accounting Policies, Changes in Accounting Estimates and Errors

	
	FRS 110
	Events After 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: Disclosures and Presentation

	
	FRS 133
	Earnings Per Share

	
	FRS 136
	Impairment of Assets

	
	FRS 138
	Intangible Assets

	
	FRS 140
	Investment Property


The adoption of FRS 3, 5,101, 102, 108,110, 121, 127, 128, 131, 132, 133, 136, 138 and 140, do not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from adoption of the new/revised FRSs are discussed below:

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.

Pos Malaysia & Services Holdings Berhad (“PSH”) operates an equity-settled, share based compensation plan for eligible employees of PSH and its subsidiaries, namely Employee Share Option Scheme (“ESOS”) in relation to the shares of PSH.

Prior to 1 January 2006, no compensation expense was recognised in profit and loss for the share options granted. With the adoption of FRS 2, the compensation expense relating to share options is recognised in profit or loss share over the vesting period of the grants with a corresponding increase in equity. 

A1.  Basis of preparation  (Contd.)
a) FRS 2: Share-based Payment (Contd.)

Under the transitional provision 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. Share options granted under the above ESOS during the financial year 2005 have been fully vested and as such, no impact to the financial statement of the Group.

For the current quarter under review, no share options under ESOS were granted to the employee of the PSH group.

b)
FRS 116: Property, plant and equipment

The adoption of FRS 116 has resulted in extension of the accounting policy on property, plant and equipment as follows:

(i) Each part of an item of property, plant and equipment with a cost that is significant in relation to the total cost of the item shall be depreciated separately.

(ii) The assets’ residual values and useful life are reviewed and adjusted as appropriate at least at each financial year-end;

(iii) Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can be measured reliably. All other repairs and maintenance are charged to the income statement during the financial period in which they are incurred.

The Group has applied the aforesaid and no material adjustment resulted from this assessment.


The interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2005.

A2. Qualification of Preceding Annual Financial Statement 


The audit report for the audited financial statements for the year ended 31 December 2005 was reported  without any audit qualification.

A3. Seasonality or Cyclicality of Operations 


Mail volume fluctuates during the festive season.

A4. Unusual items 



There were no unusual items for the current quarter.

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 current quarter, the issued and paid-up capital of the Company has increased from RM512,466,053 comprising 512,466,053 ordinary shares of RM1.00 each to RM514,152,053 comprising 514,152,053 ordinary shares of RM1.00 each by the issuant of 1,686,000 ordinary shares of RM1.00 each pursuant to the Employees’ Share Option Scheme of the Company.

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

 A7.  Dividends 


There was no dividend paid during the current quarter.

A8. Segmental reporting 

Segmental reporting for the current period-to-date is as follows:
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	Holding Company 
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	Period ended 31 March 2006
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Revenue
	            - 
	
	211,793 
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	                211,982 

	
	
	
	
	
	
	
	

	Results
	
	
	
	
	
	
	

	Segment results
	 (1,478)
	
	43,427 
	
	         (21) 
	
	41,928 
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	Finance costs
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	Income taxes
	
	
	
	
	
	
	               (18,318)

	Net profit for the financial period
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A8. Segmental reporting (Contd.)
	
	                                                        
	
	 Postal 

and its 
	
	
	
	

	
	Holding Company 
	
	 related services 
	
	 Others 
	
	 Total 

	
	 RM'000 
	
	 RM'000 
	
	 RM'000 
	
	 RM'000 

	Other information
	
	
	
	
	
	
	

	Segment assets
	521,933 
	
	1,184,959 
	
	     42,960 
	
	             1,749,852 

	Associates
	
	
	
	
	
	
	272,493 

	Total assets
	
	
	
	
	
	
	2,022,345 

	
	
	
	
	
	
	
	

	Segment liabilities
	1,889 
	
	406,308 
	
	          206 
	
	408,403 

	Total liabilities
	          1,889 
	
	406,308
	
	          206 
	
	                408,403

	
	
	
	
	
	
	
	

	Capital expenditure
	          47 
	
	          22,162 
	
	             4 
	
	22,213 

	Depreciation and amortisation
	155 
	
	         8,738 
	
	         88 
	
	8,981 



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 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 seven (7)-storey office building in Ipoh in 2004.

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.

	
	


A12. Contingent liabilities or contingent assets 

There were no changes in the contingent liabilities as at the date of this announcement since the financial year ended 31 December 2005. 

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 Group recorded a pre-tax profit for the current quarter of RM57.5 million, a decrease over the preceding year corresponding quarter’s pre-tax profit of RM74.5 million. The pre-tax results of the major business segments are as follows:- 
	
	3 Months Ended 
	3 Months Ended 

	
	31 March 2006
	31 March 2005

	
	RM’000
	RM’000

	Holding company
	3,641
	2,055

	Postal and its related services
	49,557
	                   67,867

	Others, including property investment and investment holding
	24
	41

	
	53,222
	69,963

	Amortisation of negative goodwill
	-
	1,568

	Share of results in associate
	               4,280
	                          3,007

	
	57,502
	74,538


Group revenue of RM212.0 million for the first quarter of 2006 was higher than RM196.6 million registered in the same quarter of 2005 by RM15.4 million or 7.8%. The increase is mainly attributed to higher revenue from Mail Business Unit by RM12.8 million or 10.3%.

The increase in revenue coupled with lower operating cost, in line with the management effort to review current operations and monitoring of cost has resulted to an improvement in profit from operations from RM22.0 million in the preceding year's corresponding quarter to RM38.0 million in the current quarter, representing an increase of RM16.0 million or 72.7%.

However, the Group posted a lower profit before taxation of RM57.5 million, a decrease of RM17.0 million or 22.8% over the preceding year's corresponding quarter profit of RM74.5 million, mainly due to the gain on disposal of an associate amounted to RM47.5 million in the preceding year's corresponding quarter which is mitigated by higher provision for diminution in value of investment of RM11.6 million during the same corresponding quarter.

The holding company posted a profit before taxation of RM3.6 million in the current quarter as against a profit before taxation of RM2.1 million in the preceding year corresponding quarter. This is due mainly to higher interest income from its placements of RM5.1 million in the current quarter as compared to RM3.2 million earned in the preceding year corresponding quarter.    

For the current quarter, the postal and related services group recorded a profit before taxation of RM49.6 million as against RM67.8 million recorded in the preceding year corresponding quarter. This is mainly due to the gain on disposal of an associate of RM47.5 million in the preceding year's corresponding quarter which is mitigated by higher provision for diminution in value of investment of RM11.6 million in the preceding year's corresponding quarter and higher profit from operations by RM16.2 million.


Excluding the gain on disposal of an associate of RM47.5 million posted in the preceding year corresponding quarter, the Group would have posted an improvement in profit before taxation by RM30.4 million or 112.7% to the current quarter’s pre-tax profit of RM57.5 million.
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 March 2006
	31 December 2005

	
	RM’000
	RM’000

	Holding company
	3,641
	2,190

	Postal and its related services
	49,557
	(60,011)

	Others, including property investment and investment holding
	24
	44

	
	53,222
	(57,777)

	Amortisation of negative goodwill
	-
	1,569

	Share of results in associate
	               4,280
	                       11,950

	
	57,502
	(44,258)


Group revenue of RM212.0 million for the first quarter of 2006 was higher than RM194.1 million registered in the preceding quarter by RM17.9 million or 9.2%. The increase is mainly attributed to higher revenue from Mail Business Unit by RM8.0 million or 6.2% in line with the growth in mail volume coupled with stronger revenue from Retail Services Unit by RM4.2 million or 19.0% consistent with the increase in number of transactions by 10.7%. 

Profit from operations has increased by RM25.2 million or 197.0% to RM38.0 million, in line with the increase in revenue by RM17.9 million coupled with lower operating cost by RM7.3 million in line with the management effort to review current operations and monitoring of cost.

The Group posted a higher profit before taxation of RM57.5 million, an increase of RM101.8 million or 229.9% over the preceding quarter’s loss of RM44.3 million, resulted from the higher profit from operations by RM25.2 million and provision for voluntary separation scheme of RM77.5 million made in the preceding quarter.   

Holding company posted a profit before taxation of RM3.6 million in the current quarter as against a profit before taxation of RM2.2 million in the preceding quarter. This is due mainly to higher interest income from its placements of RM5.1 million in the current quarter as compared to RM3.2 million earned in the preceding quarter.    

For the current quarter, the postal and related services group recorded a profit before taxation of RM49.6 million compared to a loss before taxation of RM60.8 million recorded in the preceding quarter. This is mainly due to higher profit from operations by RM24.4 million and provision for voluntary separation scheme of RM77.5 million and provision for diminution in value of investment of RM4.1 million made in the preceding quarter.   

Excluding the accruals for voluntary separation scheme of RM77.5 million posted in the preceding quarter, the Group would have posted an improvement in profit before taxation by RM24.3 million or 73.1% to the current quarter’s pre-tax profit of RM57.5 million
B3. Future prospects

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

Not applicable.

B5. Tax expense 

Major component of tax expense:

	

	3 Months Ended
	Period Ended

	
	31 March 2006
	31 March 2005

	
	RM’000
	RM’000

	Current tax expense
	
	

	- Company and subsidiaries
	17,154
	10,544

	- Associates
	1,164
	844

	
	18,318
	11,388


B6. Sale of unquoted investments and/or properties

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

B7. Purchase and disposal of quoted securities 

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

	
	Long term investments
	

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

	
	RM’000
	RM’000
	RM’000
	RM’000

	 Total Purchases
	 -
	-
	-
	354

	 Total Disposals
	-
	-
	-
	4,569

	 Total Loss on Disposal
	-
	-
	-
	527

	
	

	Summary of quoted securities as at 31 March 2006 were as follows:-
	

	Total investments at cost
	23,019
	-
	-
	55,800

	Total investments at carrying value/book value (after provision for diminution in value)
	19,796
	-
	-
	45,105

	Total investment at market value at end of reporting period
	17,610
	-
	-
	45,105


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

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 2005.
B12. Dividend 

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

The Board has recommended first and final dividend of 10 sen per share and a special dividend of 5 sen per share on ordinary shares, less 28% income tax, amounting to RM55,346,334 in respect of the financial year ended 31 December 2005.  The proposed dividend will be subject to shareholders’ approval at the forthcoming Annual General Meeting.
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. 
	
	3 months ended

31 March 2006
	3 months ended

31 Mar 2005
	3 months ended

31 March 2006
	3 months ended

31 Mar 2005

	Group’s profit after taxation (RM’000)
	39,184
	63,150
	39,184
	63,150

	Weighted average number of ordinary shares outstanding (‘000) 
	513,353
	472,086
	513,353
	472,086

	
	
	
	
	

	Basic earnings per share (sen)
	7.63
	13.38
	7.63
	13.38


B13. Earnings per share (EPS)

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 from 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 March 2006
	3 months ended

31 Mar 2005
	3 months ended

31 March 2006
	3 months ended

31 Mar 2005

	Group’s profit after taxation (RM’000)
	39,184
	63,150
	39,184
	63,150

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000)  
	513,353
	472,086
	513,353
	472,086

	Adjustment for exercise of ESOS (‘000)
	1,568
	2,177
	1,568
	       2,177

	Sub-total (’000)
	514,921
	474,263
	514,921
	474,263

	
	
	
	
	

	Diluted earnings per share (sen)
	            7.61
	13.32
	    7.61
	13.32


B14. Authorisation for Issue

 On 30 May 2006, the Board of Directors authorised this Interim Financial Report for issue.

BY ORDER OF THE BOARD

SABRINA AL-BAKRI BT. ABU BAKAR

COMPANY SECRETARY

30 May 2006
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