POS MALAYSIA BERHAD                                                                      

NOTES TO THE INTERIM FINANCIAL REPORT

A1. 
Basis of preparation  

The financial statements for the second quarter ended 30 June 2008 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 interim financial statements should also be read in conjunction with the audited financial statements for the financial year ended 31 December 2007. 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 2007.

A2. 
Qualification of Preceding Annual Financial Statement 


The audit report for the audited financial statements for the year ended 31 December 2007 was reported without any audit qualification.

A3. 
Seasonality or Cyclicality of Operations 


The Group’s operations are not subject to any significant seasonal or cyclical factors except that 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 RM268,369,043 comprising 536,738,085 ordinary shares of RM0.50 each to RM268,402,543 comprising 536,805,085 ordinary shares of RM0.50 each by the issuance of 67,000 ordinary shares of RM0.50 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 final dividend of 5 sen per share on ordinary shares less 26% income tax amounting to RM19,869,000 in respect of the financial year ended 31 December 2007 on 8 August 2008.

A8. 
Segmental reporting 

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

	
	
	Postal and its
	
	

	
	
	related services
	Others
	Total

	Period ended 30 June 2008
	
	RM'000
	RM'000
	RM'000

	
	
	
	
	

	Revenue
	
	470,621
	446
	471,067

	
	
	
	
	

	Results
	
	
	
	

	Segment results
	
	71,112
	(4,088)
	67,024

	Interest income
	
	
	
	8,345

	Finance cost
	
	
	
	(159)

	Share of net results of equity 

   accounted associate
	
	
	
	(403)

	
	
	
	
	

	Profit before tax
	
	
	
	74,807

	Income taxes
	
	
	
	(19,291)

	Net profit for the financial period
	
	
	
	55,516

	
	
	
	
	

	Other information
	
	
	
	

	Segment assets
	
	1,193,465
	525,596
	1,719,061

	Associates
	
	
	
	640

	Total assets
	
	
	
	1,719,701

	
	
	
	
	

	Segment liabilities
	
	
	
	

	Total liabilities
	
	863,852
	408
	864,260

	
	
	
	
	

	Capital expenditure
	
	61,375
	-
	61,375

	Depreciation and amortization
	
	18,318
	320
	18,638

	
	
	
	
	


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 2007. 

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 2008, the Group recorded a pre-tax profit of RM74.8 million, a decrease over last year’s pre-tax profit of RM101.9 million by RM27.1 million or 26.6%. The pre-tax results of the major business segments are as follows:- 
	
	6 Months Ended 
	6 Months Ended 

	
	30 June 2008
	30 June 2007

	
	RM’000
	RM’000

	
	
	

	Postal and related services
	65,467
	71,349

	Others, including property investment and investment holding
	  167
	(1)

	Profit from operations
	65,634
	71,348

	
	
	

	Other operating income
	                 18,995
	25,979

	(Allowance for) /reversal of diminution  

   in value of investment
	                   (9,260)
	                   5,171

	Finance cost
	(159)
	-

	Share of net results of equity 

   accounted associate
	                      (403)
	(541)

	
	
	

	Profit before taxation
	74,807
	               101,957



Profit from operations has declined by RM5.7 million or 8%, mainly attributed to rising operating costs of RM44.1 million or 12.2%.  This increase was mainly driven by rising staff related costs and transportation costs by RM26.8 million or 12.0% and RM3.0 million or 5.4% respectively. However, the impact was mitigated by revenue growth of about RM38.4 mil or 8.9% as compared to corresponding period last year, mainly contributed to by the completion of the development phase for the new e-Filing PKI Roaming project secured from Lembaga Hasil Dalam Negeri and higher express mail volume for delivery of new Astro cards.  

Pre-tax profit was further reduced by the allowance for diminution in value of investment in marketable securities provided in current period of RM9.3 million, in contrast to reversal of the allowance amounted to RM5.2 million in the corresponding quarter last year.  Lower excess cash available for placements after the completion of capital restructuring in third quarter 2007 reduced interest income by RM6.6 mil or 44.2%.   

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 RM21.6 million, a decrease of  RM23.7 million or 52.3% as compared to preceding year corresponding quarter’s pre-tax profit of RM45.3 million. The results of the major segments of the Group are as follows:-

	
	3 Months Ended 
	3 Months Ended 

	
	30 June 2008
	30 June 2007

	
	RM’000
	RM’000

	Postal and its related services
	16,774
	31,775

	Others, including property investment and investment holding
	268
	-

	
	17,042
	31,775

	Other operating income
	                   6,786
	11,095

	(Allowance for) /reversal of diminution  

   in value of investment
	                   (1,844)
	                    2,708

	Finance cost
	(159)
	-

	Share of net results of equity 

   accounted associate
	                      (201)
	(289)

	Profit before taxation
	21,624
	                 45,289


Postal and its related services segment recorded a lower pre-tax profit of RM16.8 million compared to a RM31.8 million posted in the preceding year corresponding quarter. 

The decrease was attributed to higher operating expense by RM25.7 million or 14.0%, mainly attributed by staff related costs and transportation costs by RM15.2 million or 13.5% and RM2.5 million or 8.8% respectively.  The impact was mitigated by the increase in operating revenue of postal and its related services segment of RM10.3 million or 4.9%, mainly from courier and retail business unit by RM6.4 million or 17.9% and RM4.9 million or 18.3% respectively. This was in line with the continuous growth in courier volume and retail transactions by 24.3% and 12.0% respectively. 

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 PMB Group vis-à-vis its financial accounting reports.

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

	
	30 June 2008
	30 June 2007
	30 June 2008
	30 June 2007

	
	RM’000
	RM’000
	RM’000
	RM’000

	Net operating profit after tax (“NOPAT”) 
	
	
	
	

	Earnings before interest and tax  (“EBIT”)
	17,042
	31,774
	65,634
	71,348

	Adjusted tax
	(4,431)
	(8,579)
	(17,065)
	(19,264)

	NOPAT
	12,611
	23,195
	48,569
	52,084

	
	
	
	
	

	Economic charge computation
	
	
	
	

	Average invested capital 
	189,639
	93,178
	192,083
	95,347 

	Weighted average cost of capital
	
	
	
	

	 (“WACC”) 
	8.65%
	7.80%
	8.65%
	7.80%

	
	
	
	
	

	ECONOMIC CHARGE
	(16,404)
	(7,267)
	(16,615)
	(7,437)

	
	
	
	
	

	ECONOMIC (LOSS)/PROFIT
	(3,793)
	15,928
	31,954
	44,647


The Group’s current quarter EP has posted a significant decrease by RM19.7 million or 123.8% quarter-on-quarter to a loss of RM3.8 million against preceding year corresponding quarter’s economic profit of RM15.9 million. As for the cumulative period, the Group’s current year to date EP of RM31.9 million also showed a decline of RM12.7 million or 28.4% from preceding year corresponding period EP of RM44.6 million

Net operating profit less adjusted tax (“NOPAT”)


The Group recorded a lower NOPAT in the current quarter and year-to-date by RM10.6 million or 45.6% and RM3.5 million or 6.7% against the corresponding quarter last year, mainly attributed to the escalating operating costs by RM44.1 million or 12.2% as explained in Note B1 to the announcement.

Economic charge

Higher economic charge in the current quarter and year to date by RM9.1 million or 125.7% and RM9.2 million or 123.4% respectively, mainly due to higher WACC which is driven by higher risk free rate of 4.8% as compared to the preceding year of 3.5%. In addition, there has been an increase in the average invested capital in the current quarter and year to date by RM96.5 million or 103.5% and RM96.7 million or 101.5% respectively which mainly resulted from the acquisition of new Mail Processing Centre with a total cost of approximately RM71.0 million. 

B4.
Future prospects

Despite the challenging economic environment, the Board of Directors is cautiously 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 2008
	30 June 2008

	
	RM’000
	RM’000

	Current tax expense
	
	

	- Company and subsidiaries
	5,000
	19,291

	- Associates
	-
	-

	
	5,000
	19,291


B7. 
Sale of unquoted investments and/or properties

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

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
	
	-
	16,839

	Total Gain on Disposal
	
	-
	5,005

	
	

	Summary of quoted securities as at 30 June 2008 were as follows:-

	Total investments at cost
	
	249,562
	80,709

	Total investments at carrying value/book value (after provision for diminution in value)
	
	108,891
	12,018

	Total investment at market value at end of reporting period
	
	48,981
	12,018


B9. 
Status of corporate proposal

The acquisition of the entire equity interest in Pos Malaysia Berhad by Pos Malaysia & Services Holdings Berhad, a former holding company, 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.

B10. Group borrowings

Hire purchase creditors are payables as follows:

	
	Minimum lease payment
	Interest
	Principal

	
	RM’000
	RM’000
	RM’000

	Less than one year
	4,240
	748
	3,492

	Between one and five years
	16,151
	1,277
	14,874

	
	20,391
	2,025
	18,366


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

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 2007.

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 June  2008
	3 Months Ended

30 June 2007
	6 Months

Ended

30 June 2008
	6 Months

Ended

30 June 2007

	Group’s profit after taxation (RM’000)
	16,624
	32,890
	55,516
	74,386

	
	
	
	
	

	Weighted average number of ordinary shares outstanding (‘000) 
	536,738
	536,738
	536,738
	536,738

	
	
	
	
	

	Basic earnings per share (sen)
	2.367
	6.128
	9.613
	13.859


The number of ordinary shares has been adjusted retrospectively to incorporate the share split and bonus shares which was part of the former holding company, Pos Malaysia & Services Holdings Berhad’s capital restructuring exercise as required by FRS 133, Earnings Per Share.

B14. 
Authorisation for Issue

The Board of Directors authorised the release of this Financial Report on 21 August 2008.

BY ORDER OF THE BOARD

SABRINA ALBAKRI BT. ABU BAKAR

COMPANY SECRETARY

21 August 2008
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