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 RM515,073,053 comprising 515,073,053 ordinary shares of RM1.00 each to RM515,775,053 comprising 515,775,053 ordinary shares of RM1.00 each by the issuant of 702,000 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 

The Group paid a 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 on 8 August 2006.

A8. Segmental reporting 

Segmental reporting for the current period-to-date is as follows:

	
	                                                        
	
	 Postal 

and its 
	
	
	
	

	
	Holding Company 
	
	 related services 
	
	 Others 
	
	 Total 

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

	
	
	
	
	
	
	
	

	Period ended 30 September 2006
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Revenue
	            - 
	
	621,121 
	
	570 
	
	621,691 

	
	
	
	
	
	
	
	

	Results
	
	
	
	
	
	
	

	Segment results
	 (4,383)
	
	91,908
	
	99
	
	87,624

	Unallocated income
	
	
	
	
	
	
	- 

	
	
	
	
	
	
	
	87,624 

	
	
	
	
	
	
	
	

	Interest income
	
	
	
	
	
	
	35,508 

	Share of results of associates
	
	
	
	
	
	
	20,945

	
	
	
	
	
	
	
	

	Profit before tax
	
	
	
	
	
	
	144,077 

	Income taxes
	
	
	
	
	
	
	               (39,525)

	Net profit for the financial period
	
	
	
	
	
	
	104,552 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


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
	545,618
	
	1,139,333
	
	42,718
	
	1,727,669

	Associates
	
	
	
	
	
	
	285,364 

	Total assets
	
	
	
	
	
	
	2,013,033

	
	
	
	
	
	
	
	

	Segment liabilities
	1,420
	
	385,452 
	
	17 
	
	386,889 

	Total liabilities
	1,420
	
	385,452 
	
	17 
	
	386,889 

	
	
	
	
	
	
	
	

	Capital expenditure
	          296 
	
	28,027 
	
	             4 
	
	28,327 

	Depreciation and amortisation
	488 
	
	27,673 
	
	265
	
	28,426 



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

On 31st October 2006, in an announcement made to Bursa Malaysia Securities Berhad, Pos Malaysia & Services Holdings Berhad (“PSH”) announced that the Company propose to undertake the following:-

i) Transfer of all assets (other than investment in Pos Malaysia Berhad (“PMB”) and cash) and liabilities (if any) of PSH to PMB;

ii) Distribution by PSH of cash amounting to RM1.50 per ordinary share of RM1.00 each in PSH (“PSH share”) to its shareholders;

iii) Distribution by PSH of its entire equity interest in PMB to its shareholders which will result in the shareholders of PSH receiving one (1) ordinary share of RM0.50 each in PMB (after the Proposed PMB Capital Reconstruction) for every one (1) existing PSH share held; and

iv) Transfer of the listing status of PSH to PMB i.e. PSH will be delisted while PMB will assume the listing status of PSH on the Main Board of Bursa Malaysia Securities Berhad (“Bursa Malaysia”)

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

For the period to date, the Group recorded a pre-tax profit of RM144.1 million, a decrease over the same period last year’s pre-tax profit of RM53.2 million or 26.9%. The pre-tax results of the major business segments are as follows:- 

	
	9 Months Ended 
	9 Months Ended 

	
	30 September 2006
	30 September 2005

	
	RM’000
	RM’000

	Holding company
	11,667
	7,812

	Postal and related services
	111,364
	175,600

	Others, including property investment and investment holding
	101
	124

	
	123,132
	183,536

	Amortisation of negative goodwill
	-
	4,704

	Share of results in associate
	             20,945
	9,012

	
	144,077
	197,252


The decrease in overall pre-tax profit is mainly due to gain on disposal of an associate and reversal of pension and gratuity of RM47.5 million and RM45.9 million respectively, recorded in the preceding year’s corresponding quarter. However, the impact of these exceptional items was mitigated by the provision for voluntary separation scheme of RM23.3 million made the preceding year’s corresponding period. 

Further mitigating factors are the increase in share of associates by RM11.9 million or 132.2% and the reversal of the provision for diminution in value of investment amounted RM5.1 million made in the current quarter as compared the provision for diminution in value of investment  amounted to RM14.3 million made the preceding year’s corresponding quarter .

For the period ended 30 September 2006, Holding company segment posted an improvement in pre-tax profit by RM3.9 million or 49.3%, largely attributed to higher interest income from its placements of RM16.0 million as compared to RM10.9 million in preceding year’s corresponding period.

The Postal and related services segment recorded a lower pre-tax profit of RM111.4 million, a decrease of RM64.2 million or 36.6% against RM175.6 million recorded in the preceding year’s corresponding period. The decrease resulted from the exceptional items recorded last year, as mentioned above. 

Excluding the effect of the one off items, the Group would have posted an improvement in pre-tax profit by RM16.9 million or 13.3% to the current period to-date pre-tax profit of RM144.1 million.

B2. Material changes in quarterly results as compared to the results of the preceding quarter 

For the current quarter, the Group recorded an increase in pre-tax profit by RM21.8 million or 67.4% as compared to preceding quarter. The results of the major segments of the Group are as follows:-

	
	3 Months Ended 
	3 Months Ended 

	
	30 September 2006
	30 June 2006

	
	RM’000
	RM’000

	Holding company
	     4,120
	3,906

	Postal and its related services
	39,903
	21,904

	Others, including property investment and investment holding
	28
	50

	
	44,051
	25,860

	Share of results in associate
	10,144
	6,521

	
	54,195
	32,381


In the current quarter, Holding company segment posted an improvement in pre-tax profit by RM0.2 million or 5.4%, largely attributed to higher interest income from its placements of RM5.6 million as compared to RM5.3 million in preceding quarter.

Postal and related services segment recorded a higher pre-tax profit of RM39.9 million, an increase of RM18.0 million or 82.2% against RM21.9 million recorded in the preceding quarter, mainly due to lower staff related cost and maintenance and supplies.
Further improvement in the Group’s pre-tax profit was due to higher contribution from associates by RM3.6 million or 55.4%.

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

	
	30 September 2006
	30 September 2006

	
	RM’000
	RM’000

	Current tax expense
	
	

	- Company and subsidiaries
	11,671
	33,566

	- Associates
	3,005
	5,959

	
	14,676
	39,525


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:-

	
	
	Quoted shares
	Marketable Securities Quoted shares

	
	
	RM’000
	RM’000

	 Total Purchases
	
	 -
	12,902

	 Total Disposals
	
	-
	14,624

	 Total Loss on Disposal
	
	-
	(3,117)

	
	

	Summary of quoted securities as at 30 September 2006 were as follows:-
	

	Total investments at cost
	
	23,019
	56,313

	Total investments at carrying value/book value (after provision for diminution in value)
	
	19,796
	49,259

	Total investment at market value at end of reporting period
	
	17,610
	49,259


B8. Status of corporate proposal

The acquisition of the entire equity interest in Pos Malaysia Berhad which was proposed in 2001 has been completed. This acquisition is still subject to transfer of final titles of land ownership for all types of subject properties including land categorized as federal reserve land with Federal Land Commissioner.

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.

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

30 September 2006
	3 months ended

30 September 2005
	Period ended

30 September 2006
	Period ended

30 September 2005

	Group’s profit after taxation (RM’000)
	39,519
	49,298
	104,552
	175,417

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	515,448
	509,184
	514,496
	506,447

	
	
	
	
	

	Basic earnings per share (sen)
	7.67
	9.68
	20.32
	34.64


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

30 September 2006
	3 months ended

30 September 2005
	Period ended

30 September 2006
	Period ended

30 September 2005

	Group’s profit after taxation (RM’000)
	39,519
	49,298
	104,552
	175,417

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	515,448
	509,184
	514,496
	506,447

	Adjustment for exercise of ESOS (‘000)
	1,338
	1,830
	4,009
	5,491

	Sub-total (’000)
	516,786
	511,014
	518,505
	511,938

	
	
	
	
	

	Diluted earnings per share (sen)
	7.65
	9.65
	20.17
	34.27


B14. Authorisation for Issue

 On 28 November 2006, the Board of Directors authorised this Interim Financial Report for issue.

BY ORDER OF THE BOARD

SABRINA ALBAKRI BT. ABU BAKAR

COMPANY SECRETARY

28 November 2006

PAGE  
13

