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 been vested on 1 January 2006. Share options granted under the above ESOS during the financial year 2005 have been fully vested and have no impact on the financial statement of the Group.

For the current quarter under review, no share options under ESOS were granted to the employees 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 residual values of the assets 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 RM515,775,053 comprising 515,775,053 ordinary shares of RM1.00 each to RM517,908,353 comprising 517,908,353 ordinary shares of RM1.00 each by the issuant of 2,133,300 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 year-to-date is as follows:

	
	                                                        
	
	 Postal 

and its 
	
	
	
	

	
	Holding Company 
	
	 related services 
	
	 Others 
	
	 Total 

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

	
	
	
	
	
	
	
	

	Year ended 31 December 2006
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Revenue
	            - 
	
	821,082
	
	788 
	
	821,870

	
	
	
	
	
	
	
	

	Results
	
	
	
	
	
	
	

	Segment results
	(11,588)
	
	131,436
	
	143
	
	119,991

	Unallocated income
	
	
	
	
	
	
	- 

	
	
	
	
	
	
	
	119,991

	
	
	
	
	
	
	
	

	Interest income
	
	
	
	
	
	
	47,451 

	Gain on dilution of an associate
	
	
	
	
	
	
	22,828

	Share of results of associates
	
	
	
	
	
	
	30,047

	
	
	
	
	
	
	
	

	Profit before tax
	
	
	
	
	
	
	220,317

	Income taxes
	
	
	
	
	
	
	(60,065)

	Net profit for the financial year
	
	
	
	
	
	
	160,252 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


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
	705,214
	
	1,324,915
	
	42,139
	
	2,072,268

	Associates
	
	
	
	
	
	
	2,222 

	Total assets
	
	
	
	
	
	
	2,074,490

	
	
	
	
	
	
	
	

	Segment liabilities
	1,913
	
	386,866 
	
	48 
	
	388,827

	Total liabilities
	1,913
	
	386,866
	
	48 
	
	388,827 

	
	
	
	
	
	
	
	

	Capital expenditure
	305 
	
	42,679 
	
	-
	
	42,984 

	Depreciation and amortisation
	659 
	
	39,692 
	
	354
	
	40,705 



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, except for the dilution of the investment in associate ie. Transmile Group Berhad (“TGB”) arising from the private placement exercise undertaken by TGB in November 2006. As a result of the dilution, the investment in TGB is now classified as “Long Term Investment”.

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 financial year ended 31 December 2006, the Group recorded a pre-tax profit of RM220.3 million, an increase over last year’s pre-tax profit of RM153.0 million by 44.0%. The pre-tax results of the major business segments are as follows:- 

	
	12 Months Ended 
	12 Months Ended 

	
	31 December 2006
	31 December 2005

	
	RM’000
	RM’000

	Holding company
	10,067
	10,004

	Postal and related services
	157,230
	115,587

	Others, including property investment and investment holding
	145
	168

	
	167,442
	125,759

	Amortisation of negative goodwill
	-
	6,273

	Gain on dilution of an associate
	              22,828
	-

	Share of results in associate
	             30,047
	20,962

	
	220,317
	152,994


Holding company segment posted a slight increase in pre-tax profit by approximately RM0.1 million, despite the increase in interest income by RM6.0 million or 38.9%, mainly due to the loss incurred on the disposal of long term investment amounted to RM2.8 million and provision for consultancy fees in relations to the Proposed Capital Restructuring exercise in the current quarter.

Postal and related services segment recorded a higher pre-tax profit of RM157.2 million, an increase of RM41.6 million or 36.0% against RM115.6 million recorded in the preceding year. The increase was mainly due to higher mail volume in 2006 which registered an increase of approximately 2.3% or 30 million items.


TGB has undertaken a private placement exercise in November 2006. As a result of the exercise, the Group’s investment in TGB had been diluted and accounted for as long term investment. There was a one-off gain arising from the dilution amounting to RM22.8 million recognised in the current quarter, which has also contributed to the higher pre-tax profit.

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 RM22.0 million or 40.7% as compared to preceding quarter. The results of the major segments of the Group are as follows:-

	
	3 Months Ended 
	3 Months Ended 

	
	31 December 2006
	30 September 2006

	
	RM’000
	RM’000

	Holding company
	(1,600)
	     4,120

	Postal and its related services
	45,866
	39,903

	Others, including property investment and investment holding
	44
	28

	
	44,310
	44,051

	Gain on dilution of an associate
	              22,828
	-

	Share of results in associate
	9,102
	10,144

	
	76,240
	54,195


In the current quarter, Holding company segment shows a pre-tax loss of RM1.6 million as compared to a pre-tax profit of RM4.1 million in the preceding quarter. This is mainly due to the loss incurred on the disposal of long term investment amounted to RM2.8 million and provision for consultancy fees in relations to the Proposed Capital Restructuring exercise in the current quarter.
Postal and related services segment recorded a higher pre-tax profit of RM45.9 million, an increase of RM6.0 million or 14.9% against RM39.9 million recorded in the preceding quarter, mainly due to lower staff related cost and maintenance and supplies.

TGB has undertaken a private placement exercise in November 2006. As a result of the exercise, the Group’s investment in TGB had been diluted and accounted for as long term investment. There was a one-off gain arising from the dilution amounting to RM22.8 million recognised in the current quarter, which has also contributed to the higher pre-tax profit.

B3. Future prospects

Barring any unforeseen circumstances, the Board of Directors is optimistic regarding the Group’s operations 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
	Year Ended

	
	31 December 2006
	31 December 2006

	
	RM’000
	RM’000

	Current tax expense
	
	

	- Company and subsidiaries
	17,988
	51,554

	- Associates
	2,552
	8,511

	
	20,540
	60,065


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 year-to-date and profit/loss arising therefrom:-

	
	
	Quoted shares
	Marketable Securities Quoted shares

	
	
	RM’000
	RM’000

	 Total Purchases
	
	 -
	23,218

	 Total Disposals
	
	19,796
	22,477

	 Total Loss on Disposal
	
	(2,774)
	(2,721)

	
	

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

	Total investments at cost
	
	253,000
	58,732

	Total investments at carrying value/book value (after provision for diminution in value)
	
	290,192
	57,942

	Total investment at market value at end of reporting year
	
	574,816
	57,942


B8. Status of corporate proposal

1. The acquisition of the entire equity interest in Pos Malaysia Berhad (“PMB”) 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.

2. On 31 October 2006, CIMB Investment Bank Berhad (formerly known as Commerce International Merchant Bankers Berhad) announced on behalf of PSH that the Group proposed to undertake a proposal comprising the following key steps:

i. Transfer of all assets (other than investment in PMB and cash) and liabilities (if any) of PSH to PMB;

ii. Distribution by PSH of RM1.50 per PSH share in cash 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 ordinary share of RM0.50 each in PMB for every one existing PSH share held; and

iv. Transfer of the listing status of PSH to PMB i.e. PSH will be de-listed while PMB assumes the listing status of PSH on the Main Board of Bursa Securities.

This Corporate Proposal is subject to the approvals of various regulatory authorities, as well as shareholders of PSH. Thereafter, an application will be made to High Court of Malaya for a Court Order to facilitate the implementation process.
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 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

31 December 2006
	3 months ended

31 December 2005
	Year ended

31 December 2006
	Year 

ended

31 December 2005

	Group’s profit after taxation (RM’000)
	55,700
	(30,058)
	160,252
	145,359

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	516,444
	511,637
	514,987
	507,756

	
	
	
	
	

	Basic earnings per share (sen)
	10.79
	(5.87)
	31.12
	28.63


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 December 2006
	3 months ended

31 December 2005
	Year ended

31 December 2006
	Year 

ended

31 December 2005

	Group’s profit after taxation (RM’000)
	55,700
	(30,058)
	160,252
	145,359

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	516,444
	511,637
	514,987
	507,756

	Adjustment for exercise of ESOS (‘000)
	930
	1,658
	3,718
	6,634

	Sub-total (’000)
	517,374
	513,295
	518,705
	514,390

	
	
	
	
	

	Diluted earnings per share (sen)
	10.77
	(5.86)
	30.89
	28.26


B14. Authorisation for Issue

The Board of Directors authorised the release of this Financial Report on 28 February 2007.

BY ORDER OF THE BOARD

SABRINA ALBAKRI BT. ABU BAKAR

COMPANY SECRETARY

28 February 2007
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