POS MALAYSIA & SERVICES HOLDINGS BERHAD                                                                      

NOTES TO THE INTERIM FINANCIAL REPORT

A1. 
Basis of preparation  

The financial statements for the 2nd quarter ended 30 June 2007 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 2006 except for the adoption of revised FRS 117 Leases issued by MASB that is effective for the Group’s annual reporting date, 31 December 2007. 

The adoption of FRS 124 and the Amendment to FRS 1192004, do not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from adoption of the revised FRS 117 is discussed below :- 

a) FRS 117 : Leases

The adoption of the revised FRS 117 has resulted in prospective change in the accounting policy relating to the classification of leasehold land and building. 

Prior to 1 January 2007, leasehold land and building was classified as property, plant and equipment and was stated at cost less accumulated depreciation. Upon the adoption of the revised FRS 117 on 1 January 2007, the unamortized carrying amount is reclassified from property, plant and equipment to prepaid lease payments as allowed under the transitional provisions of the revised FRS 117.

This FRS also states that the depreciation policy for depreciable leased assets should be consistent with that for depreciable owned assets. If there is no reasonable certainty that the ownership of the assets will be transferred to the lessee by the end of the lease term, the asset shall be fully depreciated over the shorter of the lease term and its useful life.

The interim financial statements should be read in conjunction with the audited financial statements of the Group for the financial year ended 31 December 2006. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to an understanding of the changes in the financial position and performance of the Group since the financial year ended 31 December 2006.

A2. 
Qualification of Preceding Annual Financial Statement 

The audit report for the audited financial statements for the year ended 31 December 2006 issued on 27 June 2007 was reported with an audit qualification with regards to the failure of Transmile Group Berhad, an associate company up to 30 November 2006, to finalise its audited financial statements for the financial year ended 31 December 2006 which in turn resulted in the Board of Directors of the Company unable to estimate the possible effects of audit adjustments necessary to the amounts of non-current other investments, investment in associates, gain on dilution of associate and share of results of equity accounted associates shown in financial statements of the Group.

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 RM518,943,353 comprising 518,943,353 ordinary shares of RM1.00 each to RM520,832,353 comprising 520,832,353 ordinary shares of RM1.00 each by the issuant of 1,889,000 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:

	
	
	
	Postal

and its
	
	
	
	

	
	Holding company
	
	Related services
	
	Others
	
	Total

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

	
	
	
	
	
	
	
	

	Period ended 30 June 2007
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Revenue
	            -  
	
	433,440
	
	420 
	
	433,860

	
	
	
	
	
	
	
	

	Results
	
	
	
	
	
	
	

	Segment results
	(3,481)
	
	87,943
	
	146
	
	84,608

	
	
	
	
	
	
	
	

	Interest income
	
	
	
	
	
	
	23,953 

	Share of net results of equity 

   accounted associate
	
	
	
	
	
	
	(541)

	
	
	
	
	
	
	
	

	Profit before tax
	
	
	
	
	
	
	          108,020

	Income taxes
	
	
	
	
	
	
	           (29,624)

	Net profit for the financial period
	
	
	
	
	
	
	           78,396 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


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
	342,344
	
	1,482,014
	
	256,866
	
	2,081,224

	Associates
	
	
	
	
	
	
	1,681

	Total assets
	
	
	
	
	
	
	2,082,905

	
	
	
	
	
	
	
	

	Segment liabilities
	798
	
	377,123
	
	47
	
	377,968

	Total liabilities
	
	
	
	
	
	
	377,968

	
	
	
	
	
	
	
	

	Capital expenditure
	2 
	
	34,554 
	
	6
	
	34,562 

	Depreciation and amortization
	342
	
	18,987
	
	178
	
	19,507



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 2006. 

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

ADDITIONAL INFORMATION REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA

B1. 
Review of performance

For the financial period ended 30 June 2007, the Group recorded a pre-tax profit of RM108.0 million, an increase over last year’s pre-tax profit of RM89.9 million by RM18.1 million or 20.1%. The pre-tax results of the major business segments are as follows:- 
	
	6 Months Ended 
	6 Months Ended 

	
	30 June 2007
	30 June 2006

	
	RM’000
	RM’000

	
	
	

	
	
	

	Holding company
	6,993
	7,547

	Postal and related services
	101,421
	71,461

	Others, including property investment and investment holding
	147
	74

	
	108,561
	79,082

	Share of net results of equity 

   accounted associate
	                      (541)
	10,801

	
	108,020
	89,883


Postal and related services segment recorded a higher pre-tax profit of RM101.4 million, an improvement of RM29.9 million or 41.8% against RM71.5 million posted in the preceding year. 

The increase was mainly due to the growth in revenue by RM15.6 million or 3.7%, consistent with strong performance from mail and courier business unit, which posted higher revenue by RM10.2 million or 3.7% and RM7.2 million or 11.4% respectively. This was in line with the continuous growth in mail and courier volume by 4.3% and 14.6% respectively. 

Higher pre-tax profit from the postal and related services segment was also attributed to gain on disposal of marketable securities of RM4.9 million in current financial period as compared to a loss on disposal of RM3.0 million posted in the preceding year.

The above increase was mitigated by the decrease in share of net results of equity accounted associates by RM11.3 million or 105.0% due to discontinuation of equity accounting the results of Transmile Group Berhad, effective from 1 December 2006.

B2. 
Material changes in quarterly results as compared to the results of the preceding year corresponding quarter
For the current quarter, the Group registered a pre-tax profit of RM47.4 million, an increase of RM15.0 million or 46.3% as compared to preceding year corresponding quarter’s pre-tax profit of RM32.4 million. The results of the major segments of the Group are as follows:-

	
	3 Months Ended 
	3 Months Ended 

	
	30 June 2007
	30 June 2006

	
	RM’000
	RM’000

	Holding company
	3,355
	3,906

	Postal and its related services
	44,239
	21,904

	Others, including property investment and investment holding
	63
	50

	
	47,657
	25,860

	Share of net results of equity 

   accounted associate
	(289)
	6,521

	
	47,368
	32,381


B2. 
Material changes in quarterly results as compared to the results of the preceding year corresponding quarter (Contd.)
Postal and its related services segment recorded a higher pre-tax profit of RM44.2 million compared to a RM21.9 million posted in the preceding year corresponding quarter. 

The increase was attributed to higher revenue by RM10.1 million or 4.9%, consistent with higher contribution from mail and courier business unit by RM7.2 million or 5.3% and RM4.6 million or 14.9% respectively. This was in line with the continuous growth in mail and courier volume by 4.3% and 14.6% respectively. Further improvement in postal and its related services segment was also due to lower operating cost by RM8.4 million.

The above increase was mitigated by the decrease in share of net results of equity accounted associates by RM6.8 million or 104.4% due to discontinuation of equity accounting the results of Transmile Group Berhad, effective from 1 December 2006.

B3.
Economic profit (“EP”) statement

The EP statement is as prescribed under the Government-Linked Company (“GLC”) Transformation initiatives and is disclosed on a voluntary basis. EP is a yardstick to measure shareholders value as it provides more accurate picture of underlying economic performance of PSH Group vis-à-vis its financial accounting reports.

	
	3 Months Ended 
	3 Months Ended 
	6 Months Ended 
	6 Months Ended 

	
	30 June 2007
	30 June 2006
	30 June 2007
	30 June 2006

	
	RM’000
	RM’000
	RM’000
	RM’000

	Net operating profit after tax (“NOPLAT”) 
	
	
	
	

	Earnings before interest and tax  (“EBIT”)
	30,426
	11,939
	68,288
	49,930

	Adjusted tax
	(8,215)
	(3,343)
	(18,438)
	(13,980)

	NOPLAT
	22,211
	8,596
	49,850
	35,950

	
	
	
	
	

	Economic charge computation
	
	
	
	

	Average invested capital 
	149,571
	147,953
	162,387
	160,156

	Weighted average cost of capital
	
	
	
	

	 (“WACC”) 
	8.08%
	9.51%
	8.08%
	9.51%

	
	
	
	
	

	ECONOMIC CHARGE
	12,085
	14,070
	13,121
	15,231

	
	
	
	
	

	ECONOMIC PROFIT
	10,126
	(5,474)
	36,729
	20,719


The Group’s current quarter EP has posted a significant increase by RM15.6 million or 283.6% quarter-on-quarter to RM10.1 million against preceding year corresponding quarter’s economic loss of RM5.5 million. As for the cumulative period, the Group’s current year to date EP of RM36.7 million also showed a major improvement of RM16.0 million or 77.3% from preceding year corresponding period EP of RM20.7 million.
The factors contributing to the higher EP in the current quarter and year to date are higher NOPLAT with lower Economic Charge.

B3.
Economic profit (“EP”) statement (contd.)

NOPLAT

Higher NOPLAT in the current quarter and year to date by RM13.6 million or 158.4% and RM13.9 million or 38.7% respectively, mainly attributed to higher revenue, consistent with strong performance in mail and courier business unit as mentioned in B1 and B2.

Economic charge

Lower economic charge in the current quarter and year to date by RM2.0 million or 14.1% or RM2.1 million or 13.9% respectively, mainly due to the impact of 50 basis point reduction of WACC, driven by lower risk free rate of 3.8% as compared to the preceding year of 4.3%.
B4.
Future prospects

Barring any unforeseen circumstances, the Board of Directors is optimistic regarding the Group’s operations for the rest of the financial year.
B5. 
Variance of actual profit from profit forecast

Not applicable.

B6. 
Tax expense 

Major component of tax expense:

	

	3 Months Ended
	6 Months Ended

	
	30 June 2007
	30 June 2007

	
	RM’000
	RM’000

	Current tax expense
	
	

	- Company and subsidiaries
	13,382
	29,624

	- Associates
	-
	-

	
	13,382
	29,624


B7. 
Sale of unquoted investments and/or properties

There was no sale of unquoted investments in subsidiaries and/or properties during the current quarter other than the sales of unquoted private debts securities. Summary of total sales for the financial year-to-date and profit/loss arising therefrom:-

	
	Unquoted Private Debts Securities

	
	RM’000

	
	

	Total Disposals
	16,574

	Total Gain on Disposal
	588


B8. 
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
	
	 -
	-

	Total Disposals
	
	-
	15,253

	Total Gain on Disposal
	
	-
	4,883

	
	

	Summary of quoted securities as at 30 June 2007 were as follows:-

	Total investments at cost
	
	249,562
	104,498

	Total investments at carrying value/book value (after provision for diminution in value)
	
	249,562
	47,860

	Total investment at market value at end of reporting period
	
	183,779
	47,860


B9. 
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.

All resolutions pertaining to this Corporate Proposal has been approved by the shareholders during the Extraordinary General Meeting which is held on 3 April 2007. 

On 1 August 2007, the High Court of Malaya has recorded a minute to be lodged with the Companies Commission of Malaysia, in that the share capital of PSH of RM536,738,087 comprising 536,738,087 ordinary shares of RM1.00 each be reduced to RM2.00 comprising 2 ordinary shares of RM1.00 each. The PSH Distribution will take effect on the date of lodgement of an office copy of the Court Order with the Companies Commission of Malaysia.
B10. 
Group borrowings

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

B11. Off balance sheet financial instruments

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

B12. Material litigation

1.
Further to the announcements made on 4 December 2002, 13 December 2002, 19 September 2006 and 12 April 2007, Prestige Future Sdn Bhd ("PFSB"), a wholly owned subsidiary of Pos Malaysia & Services Holdings Berhad, has received one current dated cheque and one post dated cheque from Tan Sri Dato' Dr Ting Pek Khiing for an amount totaling RM3.5 million, offered as full and final settlement of the total amount due and owing to PFSB under the Claim.   
PFSB has agreed to accept the same subject to the following conditions:-

i.
Upon clearance of both the cheques, PFSB will discharge and return the shares pledged by a third party, Aspek Elit Sdn Bhd to secure Tan Sri Dato' Dr Ting Pek Khiing's debt, namely 475,000 units of ordinary shares of PWE Industries Berhad, 59,000 units of ordinary shares of Wijaya Baru Global Berhad and 7,000 units of ordinary shares of Ekran Berhad. PFSB will thereafter discontinue both the aforesaid legal actions with no order as to costs.

ii.
In the event that any of the cheques is not honoured, PFSB shall be entitled to forthwith proceed with the legal actions against Tan Sri Dato' Dr Ting Pek Khiing to recover all balance outstanding and costs as per the Claim without further reference to Tan Sri Dato' Dr Ting Pek Khiing.

The abovementioned settlement will not have any material financial effect on the earnings and net assets of PSH as the amount to be recovered from the Defendant has been fully provided for in the previous financial years.

2. 
Other than the above, 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 2006.
B13. Dividend 

No dividend is recommended for the current quarter under review.

B14. Prior Year Adjustments and Comparative Figures

Adjustments to The Financial Statements of Transmile Group Berhad (“TGB”)

TGB was an associate company of the Group up to 30 November 2007. As at 1 December 2006, the Group’s shareholdng in TGB has been diluted to become a non-current other investment. The Board of TGB first announced the unaudited consolidated results of TGB on 15 February 2007, and based on this announcement, the Group equity accounted for the results of TGB up to 30 November 2006.

On 30 April 2007, the Board of TGB announced that TGB failed to issue its audited financial statements for the financial year ended 31 December 2006. Subsequently, on 7 May 2007, the Board of TGB announced its external auditors, Messrs Deloitte & Touche, had not able to obtain relevant supporting documents from management on certain transactions relating to trade receivables and related sales and additions property, plant and equipment so as to enable them to satisfy themselves on the fairness or validity of those transactions. On the same day, the Board of TGB appointed Moores Rowland Risk Management Sdn. Bhd. (“MRRM”) to carry out a special audit on the issues mentioned above.

On 18 June 2007, the Board of TGB announced that MRRM has released its report of the special audit on 14 June 2007 which indicated that the unaudited consolidated results of TGB for the financial year ended 31 December 2006, which was announced on 15 February 2007 have been materially misstated. As the audited financial statements of TGB for the financial year ended 31 December 2006 has not been issued as at 27 June 2007, the Board of the Company was unable to estimate the possible effects of audit adjustments necessary to the amounts of non-current other investments, investment in associates, gain on dilution of associate and share of results of equity accounted associates shown in financial statements of the Group which resulted in an audit report with qualification issued by the Company’s external auditors, Messrs KPMG on 27 June 2007 as mentioned in Note A2.

B14. Prior Year Adjustments and Comparative Figures (Contd.)

On 29 June 2007, the Board of TGB announced its audited financial statements for the financial year ended 31 December 2006 and highlighted the variations between the audited consolidated financial statements for the financial years ended 31 December 2005 and 2006 against the unaudited results announced on 15 February 2007. As a result, the Group is required to adjust its audited financial results, previously reported in the audited financial statements for the financial years ended 31 December 2005 and 2006, to reflect the adjustments posted by TGB to its financial results.  The effects of these changes are as follows:

	
	Group

	
	Previously stated
	Adjustments
	As restated

	
	RM’000
	RM’000
	RM’000

	12 months ended 31 December 2005
	
	
	

	
	
	
	

	Income statement
	
	
	

	Share of net results of equity accounted associate
	14,877
	(44,497)
	(29,620)

	Profit before taxation
	146,909
	(44,497)
	102,412

	Profit after taxation
	145,359
	(44,497)
	100,862

	
	
	
	

	Balance Sheet
	
	
	

	Investments in associates
	267,878
	(44,497)
	223,381

	
	
	
	

	Statement of changes equity
	
	
	

	Retained profits 
	440,482
	(44,497)
	    395,985


	
	Group

	
	Previously stated
	Adjustments
	As restated

	
	RM’000
	RM’000
	RM’000

	12 months ended 31 December 2006
	
	
	

	
	
	
	

	Income statement
	
	
	

	Share of net results of equity accounted associates
	21,536
	(42,348)
	(20,812)

	Gain on dilution of an associate
	22,828
	23,387
	46,215

	Profit before taxation
	211,806
	(18,961)
	192,845

	Profit after taxation
	160,252
	(18,961)
	141,291

	
	
	
	

	Balance Sheet
	
	
	

	Other investments
	569,757
	(63,458)
	506,299

	
	
	
	

	Statement of changes in equity
	
	
	

	Retained profits 
	545,089
	(63,458)
	  481,631


B14. Prior Year Adjustments and Comparative Figures (Contd.)

However, due to the lack of detailed information publicly available on the effects of the adjustments to TGB results to segregate the required adjustments pertaining to the financial year ended 2006 to the relevant quarters, for quarterly reporting presentation purposes, the effect of the adjustments will be shown only in the Group’s unaudited consolidated balance sheet and unaudited consolidated statement of changes in equity for the 6 months ended 30 June 2006.  The effects of these changes are as follows:

	
	Group

	
	6 months ended 30 June 2006

	
	Previously stated
	Adjustments
	As restated

	
	RM’000
	RM’000
	RM’000

	
	
	
	

	Balance Sheet
	
	
	

	Investments in associates
	276,913
	(63,458)
	213,455

	
	
	
	

	Statement of changes in equity
	
	
	

	Retained profits
	450,170
	(63,458)
	386,712


B15. 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 June  2007
	3 Months Ended

30 June 2006
	6 Months

Ended

30 June 2007
	6 Months

Ended

30 June 2006

	Group’s profit after taxation (RM’000)
	33,986
	25,850
	78,396
	65,034

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	520,054
	514,667
	519,236
	514,014

	
	
	
	
	

	Basic earnings per share (sen)
	6.535
	5.022
	15.098
	12.652


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.

B15. Earnings per share (EPS) (Contd.)

	
	3 Months Ended

30 June  2007
	3 Months Ended

30 June 2006
	6 Months

Ended

30 June 2007
	6 Months

Ended

30 June 2006

	Group’s profit after taxation (RM’000)
	33,986
	25,850
	78,396
	65,034

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	520,054
	514,667
	519,236
	514,014

	Adjustment for exercise of ESOS (‘000)
	(86)
	1,395
	(172)
	2,790

	Sub-total (’000)
	519,968
	516,062
	519,064
	516,804

	
	
	
	
	

	Diluted earnings per share (sen)
	6.536
	5.009
	15.103
	12.584


B16. 
Authorisation for Issue

The Board of Directors authorised the release of this Financial Report on 23 August 2007.

BY ORDER OF THE BOARD

SABRINA ALBAKRI BT. ABU BAKAR

COMPANY SECRETARY

23 August 2007
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