PELIKAN INTERNATIONAL CORPORATION BERHAD (63611-U) (FORMERLY KNOWN AS DIPERDANA HOLDINGS BERHAD) 

Financial Period Ended 30 June 2005

1. Basis of Preparation





The quarterly interim financial report is unaudited and has been prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad and should be read in conjunction with the audited financial statements of the Group for the year ended 31 December 2004. 

The accounting policies and presentation adopted for the interim financial report are consistent with those adopted for the annual financial statements for the year ended ended 31 December 2004 except for the adoption of new applicable approved accounting standards pursuant to the acquisitions of Pelikan Holding AG and Pelikan Japan KK (collectively “the Acquisitions of Pelikan”) as set out below:

(a)
Goodwill


The Directors adopt the accounting policy to capitalise goodwill as an asset and amortise over its estimated useful life on a straight line basis. 


(b)
Concessions and trademarks

Trademarks acquired is capitalised and the carrying amount is reviewed annually and written down for impairment when deemed appropriate.

(c)
Borrowings - classification

The adoption of a new accounting policy to comply with MASB 24 - Financial Instruments: Disclosure and Presentation (“MASB 24”) in respect of the compound financial instruments issued as part of the Acquisitions of Pelikan.

The presentation and disclosures of MASB 24 have been adopted in respect of the equity and liability components of financial instruments that contain both a liability and equity elements (“compound instruments”).  Upon the issuance of a compound instrument, the fair value of the liability portion is determined using a market interest rate for an equivalent financial instrument; this amount is carried as a liability on the amortised cost basis until extinguished on conversion or maturity of the instrument.  The remainder of the proceeds is allocated to the conversion option which is recognised and included in shareholders’ equity; the value of the conversion option is not changed in subsequent periods.

2.
Report of the Auditors to the Members

The report of the auditors on the annual financial report for the financial year ended 31 December 2004 was not subject to any qualification and did not include any adverse comments made under subsection (3) of Section 174 of the Companies Act, 1965.
3.
Seasonality or Cyclicality of Interim Operations

The Group’s core business are generally affected by the “back to school” season in Europe which normally record higher sales in mid year.
4.
Exceptional Items Affecting Assets, Liabilities, Equity, Net Income or Cash flows


There were no exceptional items affecting assets, liabilities, equity, net income or cash flows for the current quarter ended 30 June 2005 except for the disposal of its entire logistics business operation.
5.
Extraordinary Items Affecting Assets, Liabilities, Equity, Net Income or Cash flows


There were no extraordinary items affecting assets, liabilities, equity, net income or cash flows for the current quarter ended 30 June 2005.

6. Material Effect of Changes in Estimates of Amounts Reported in the Prior Interim Periods of the Current Financial Year or Prior Financial Years

There were no material changes in estimates of amounts reported in prior interim periods 
or prior financial years.

7. 
Segment Information
	
	
	
	 Office General 
	
	 Writing Instruments 
	
	 Hobby /Art / Craft 
	
	 Hardcopy 
	
	 Others 
	
	 Discontinued operation 
	 Group 

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

	 3 months ended 30 June 2005 
	
	
	
	
	
	
	
	
	
	
	
	

	 External revenue 
	   36,257 
	
	   75,709 
	　
	   71,119 
	　
	  4,824
	　
	   13,596 
	
	          -   
	   201,505

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	 Segment result 
	     7,385 
	
	   17,880 
	
	   12,352 
	
	     381 
	
	     1,139 
	
	           -   
	     39,137 

	 Unallocated income (net of cost) 
	
	
	
	
	
	
	
	
	
	
	
	      (4,251)

	 Profit from operations 
	
	
	
	
	
	
	
	
	
	
	
	     34,886 

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	 6 months ended 30 June 2005 
	
	
	
	
	
	
	
	
	
	
	
	

	 External revenue 
	   36,257 
	
	   75,709 
	　
	   71,119 
	　
	  4,824
	　
	   13,596 
	
	   24,970 
	   226,475

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	 Segment result 
	     7,385 
	
	   17,880 
	
	   12,352 
	
	     381 
	
	     1,139 
	
	      (455)
	     38,682 

	 Unallocated income (net of cost) 
	
	
	
	
	
	
	
	
	
	
	
	      (4,251)

	 Profit from operations 
	
	
	
	
	
	
	
	
	
	
	
	     34,431


Discontinued operation referred to the logistic business which was disposed to Konsortium Logistik Berhad in connection to the corporate exercises completed in April 2005.
8.       Analysis of results

	
	
	
	
	
	
	
	
	
	Revenue
	
	 Profit from ordinary activities before tax 
	
	 Net profit for the period 

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	3 months ended 30 June 2005
	
	
	
	
	
	
	
	
	
	

	
	Continuing operations : new acquisition
	
	
	
	   201,505 
	
	     34,304 
	
	     30,177 

	
	Discontinuing operation
	
	
	
	
	
	
	            -   
	
	            -   
	
	             -   

	
	
	
	
	
	
	
	
	
	   201,505 
	
	     34,304 
	
	     30,177 

	
	6 months ended 30 June 2005
	
	
	
	
	
	
	
	
	
	

	
	Continuing operations : new acquisition
	
	
	
	   201,505 
	
	     34,304 
	
	     30,177 

	
	Discontinuing operation
	
	
	
	
	
	
	     24,970 
	
	     (1,278)
	
	        (463)

	
	
	
	
	
	
	
	
	
	   226,475 
	
	     33,026 
	
	     29,714 


On 8 April 2005, the Company completed its corporate exercise by disposing its entire logistics business undertaking to Konsortium Logistik Berhad (“KLB”) and the Acquisitions of Pelikan. Detail of the cost of the disposal and acquisitions are set out in note 22 below.

9.
Debt and Equity Securities

On 1 April 2005, the Company made a bonus issue of 11,666,666 new ordinary shares of RM 1.00 each on the basis of one (1) new share for every three (3) existing shares held.
Following the completion of the corporate exercise, the following securities were issued:

On 8 April 2005, 

(i)
93,214,213 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.50 per share;

(ii)
RM98,900,000 nominal value of 3% Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) in the Company, issued at 100% of the nominal value of RM1.00 each; and

(iii)
RM115,000,000 nominal value of 3% Redeemable Convertible Unsecured Loan Stocks (“RCULS”) in the Company, issued at 100% of the nominal value of RM1.00 each.
On 5 May 2005, 3,493,280 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.50 per share
Other than the above, there were no issuance, cancellations, repurchases, resale and repayments of debt and equity securities during the current quarter ended 30 June 2005.

10.
Changes in the Composition of the Group
With the completion of the corporate exercise, the Group now comprise of 87.64% of equity interest in Pelikan Holding AG, 100% equity interest in Pelikan Japan K.K. and 20.77% equity interest in KLB.
11.
Marketable securities

Investments as at 30 June 2005:
RM’000


Cost
   2,482

Carrying value/book value
   2,482

Market value
   2,730
There were no purchase or disposal of quoted securities during the current quarter ended 30 June 2005.
12.       Valuation of Property, Plant and Equipment

The freehold land and buildings of Pelikan Holding AG group have been adjusted to their fair values at the date of acquisition in line with MASB 21 Business Combination.
13.
Unquoted investment and/or properties

There was no sale or purchase of unquoted investments or properties during the current quarter ended 30 June 2005 other than those sales and purchases in respect of the corporate exercise as per note 22 below.
14.
Taxation
	
	
	
	
	
	
	 3 months ended 
	
	 6 months ended 

	
	
	
	
	
	
	30/06/05
	
	30/06/04
	
	30/06/05
	
	30/06/04

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

	
	In respect of current period
	
	
	
	
	
	
	
	
	

	
	- income tax
	
	
	
	        (3,229)
	
	             -   
	
	       (3,258)
	
	              -   

	
	- deferred tax
	
	
	
	         5,044 
	
	         (359)
	
	        5,899
	
	          (566)

	
	
	
	
	
	
	         1,815 
	
	         (359)
	
	         2,641 
	
	          (566)



The Group’s effective tax rate is lower than the statutory income tax rate in Malaysia mainly due to differing tax rates in different countries and utilisation of prior year losses.  
15. 
Earnings per share
a) Basic earnings per share

	
	
	
	
	
	
	
	 3 months ended 
	
	 6 months ended 

	
	
	
	
	
	
	
	30/06/05
	
	30/06/04
	
	30/06/05
	
	30/06/04

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net profit for the period
	
	
	(RM'000)
	
	     30,177 
	
	        (308)
	
	     29,714 
	
	     (1,521)

	
	Weighted average number 
	
	
	
	
	
	
	
	
	
	

	
	
	of ordinary shares in issue 
	
	('000)
	
	   142,210 
	
	     35,000 
	
	     94,439 
	
	     35,000 

	
	Basic earnings per share 
	
	
	(sen)
	
	       21.22 
	
	       (0.88)
	
	       31.46 
	
	       (4.35)


b) Diluted earnings per share

	
	
	
	
	
	
	
	 3 months ended 
	
	 6 months ended 

	
	
	
	
	
	
	
	30/06/05
	
	30/06/04
	
	30/06/05
	
	30/06/04

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

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net profit for the period
	
	
	
	
	     30,177 
	
	            -   
	
	     29,714 
	
	             -   

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	*
	ICULS, net of tax effect
	
	
	
	          486 
	
	            -   
	
	          486 
	
	             -   

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	*
	RCULS, net of tax effect
	
	
	
	          565 
	
	            -   
	
	          565 
	
	             -   

	
	Net profit for the period
	
	
	(RM'000)
	
	     31,228 
	
	            -   
	
	     30,765 
	
	             -   

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Weighted average number 
	
	('000)
	
	   142,210 
	
	            -   
	
	     94,439 
	
	             -   

	
	
	of ordinary shares in issue 
	
	
	
	
	
	
	
	
	
	

	
	Adjustment for ICULS
	
	
	('000)
	
	     65,933 
	
	            -   
	
	     32,967 
	
	             -   

	
	Adjustment for RCULS
	
	
	('000)
	
	     76,667 
	
	            -   
	
	     38,333 
	
	             -   

	
	
	
	
	
	
	
	   284,810 
	
	            -   
	
	   165,739 
	
	             -   

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Diluted earnings per share 
	
	(sen)
	
	       10.96 
	
	            -   
	
	       18.56 
	
	             -   


16.       Bank borrowings
Details of the Group’s short term bank borrowings as at 30 June 2005 are as follows:
	
	
	
	
	
	
	
	FC'000
	
	RM'000

	
	Unsecured
	
	
	
	
	
	
	

	
	
	Foreign currency (EUR)
	
	
	
	         4,088 
	
	       18,793 

	
	
	Foreign currency (MXN)
	
	
	
	         4,500 
	
	         1,588 

	
	
	
	
	
	
	
	
	
	       20,381 

	
	Secured
	
	
	
	
	
	
	

	
	
	Foreign currency (EUR)
	
	
	
	         1,802 
	
	         8,284 

	
	
	
	
	
	
	
	
	
	       28,665 


17.
Contingent Liabilities

a) A claim has been made against the Company in the Industrial Court. The Company is disputing any liability as the claimants are not the right party to the said claim.  As such, a quantum for contingency liability cannot be reasonably ascertained. The hearing at the Industrial Court will be held from 26 to 29 September 2005.

In relation to the contingent liability of the Company as disclosed above, pursuant to the Sale of Business Agreement dated 16 November 2001, KLB has agreed to assume and undertakes to be responsible for any and all liability pursuant to any claims, litigation, arbitration, prosecution or mediation or other legal proceedings against or involving the Company and relating to the business undertaking of the Company being disposed of to KLB, whether made or commenced prior to or on the Completion Date.
b) A tax claim has been filed by a subsidiary in Mexico to the Tax Courts against the Mexican tax authorities for the deductibility of a total amount of RM11.51 million for income tax purposes in relation to inventories held as at 31 December 1986 to 1988.
c) In the ordinary course of business the Group has given guarantee of a maximum amount of RM3.9 million to a bank for loan facility granted to an associated company.
18. Post employment benefit obligation
	
	
	
	
	
	
	
	RM'000

	
	Payable within 12 months
	
	
	
	
	              9,608 

	
	Payable after 12 months
	
	
	
	
	          272,560 

	
	
	
	
	
	
	
	          282,168 


	
	
	
	
	
	
	
	RM'000

	
	Removable Pension Liabilities:
	
	
	

	
	Liabilities assumed by Pension Trust Fund
	
	
	          192,570 

	
	Liabilities assumed by the Company
	
	
	
	            65,087 

	
	
	
	
	
	
	
	          257,657 

	
	Other Pension liabilities of the Group
	
	
	
	            24,511 

	
	
	
	
	
	
	
	          282,168 


Pursuant to the Acquisitions of Pelikan, part of the pension liabilities of the Group (“Removable Pension Liabilities”) is assumed by a Pension Trust Fund created for this purpose, whilst the Company is assuming the balance of the said Removable Pension Liabilities fixed in Ringgit Malaysia as at the completion date of the Acquisitions of Pelikan. If the assets in the Pension Trust Fund is capable of paying the entire Removable Pension Liabilities, the Removable Pension Liabilities assumed by the company will be relinquished.
As at 30 June 2005, the value of the Pension Trust Fund was RM211.67 million as compared to liabilities assumed by the Pension Trust Fund of RM192.57 million.
19.
Capital commitments

Capital commitments not provided for in the financial statements as at 30 June 2005 is as follows:










RM’000

Authorised by the Directors and contracted:



  

Property, plant and equipment





  1,494

20.
Events Subsequent to Balance Sheet Date


There were no material events subsequent to the balance sheet date that have not been reported in the financial statements for the interim period.
21.
Off Balance Sheet Financial Instruments
Other than the operating lease as disclosed below, the Group did not enter into any contracts involving off balance sheet financial instruments during the financial period to-date.


	
	
	
	
	
	
	
	Future minimum lease payments

	
	
	
	
	
	
	
	RM'000

	
	Not later than 1 year
	
	
	
	
	                    7,018 

	
	Later than 1 year and not later than 5 years
	
	
	                  34,720 

	
	
	
	
	
	
	
	                  41,738 


22.
Material Litigation

A claim has been made against the Company in the Industrial Court. The Company is disputing any liability as the claimants are not the right party to the said claim.  As such, a quantum for contingent liability cannot be reasonably ascertained. The hearing at the Industrial Court will be held from 26 to 29 September 2005.
In relation to the material litigation of the Company as disclosed above, pursuant to the Sale of Business Agreement dated 16 November 2001, KLB has agreed to assume and undertakes to be responsible for any and all liability pursuant to any claims, litigation, arbitration, prosecution or mediation or other legal proceedings against or involving the Company and relating to the business undertaking of the Company being disposed of to KLB, whether made or commenced prior to or on the Completion Date. 

A tax claim has been filed by a subsidiary in Mexico to the Tax Courts against the Mexican tax authorities for the deductibility of a total amount of RM11.5 million for income tax purposes in relation to inventories held as at 31 December 1986 to 1988.

23.
Status of corporate proposals announced

On 8th April 2005, the Company completed its corporate exercise by disposing its entire logistics business undertaking to KLB and the Acquisitions of Pelikan. Details of the corporate exercise completed are as follows:
a) disposal of the Company’s entire logistics business undertaking to KLB for a total consideration of RM80,000,000, satisfied by the issuance of 50,000,000 new ordinary shares of RM1.00 each in KLB at an issue price of RM1.60 per share, which resulted in the entire logistics business operations of the Company being treated as discontinuing;

b) acquisition of 64.94% of the equity interest in Pelikan Holding AG (“Pelikan”) comprising 539,000 registered shares of Swiss Franc (“CHF”) 65.00 each and 461,000 bearer shares of CHF65.00 each from Pelikan Holding Sdn. Bhd. (“PHSB”) for a total consideration of RM299,000,000 that has been satisfied by issuance of:

(i)
56,733,333 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.50 per share;

(ii)
RM98,900,000 nominal value of 3% Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) in the Company, issued at 100% of the nominal value of RM1.00 each; and

(iii)
RM115,000,000 nominal value of 3% Redeemable Convertible Unsecured Loan Stocks (“RCULS”) in the Company, issued at 100% of the nominal value of RM1.00 each.
c) Issuance of 27,974,160 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.50 per share for the acquisition of 349,677 bearer shares of CHF65.00 each pursuant to the Voluntary General Offer (“VGO”) for the remaining 540,000 bearer shares of CHF 65.00 each in Pelikan. At the end of the VGO offer period on 5th May 2005, the Company owns 87.64% equity interest in Pelikan;

d) Issuance of 12,000,000 new ordinary shares of RM1.00 each in the Company at an issue price of RM1.50 per share for the acquisition of 75% of the equity interest in Pelikan Japan K.K. comprising 3,000 shares of Japanese Yen (“JPY”) 50,000 each from Pelikan Singapore-Malaysia Pte. Ltd. for a total consideration of RM18,000,000
Details on all announcements on the Corporate Exercise can be found at the website of Bursa Malaysia Securities Berhad on announcements or from the Company Secretary at its Registered Office.
The following proposals have yet to be completed:

a) Proposed private placement of up to 22,000,000 ordinary shares of RM1.00 each in the Company by PHSB, preferably to bumiputera investors who are not existing or proposed directors or substantial shareholders of the Company or persons connected with them, at a placement price of RM1.50 per shares; and 

b) Proposed placement/ offer for sale by PHSB of the rights to allotment of RM100,000 nominal amount of ICULS and RM100,000 nominal amount of RCULS at 100% of the nominal value, to person to be nominated by PHSB, to meet the minimum spread requirements for the listing of the ICULS and RCULS on Bursa Malaysia Securities Berhad.
The Securities Commission has granted an extension of time up to 30 November 2005 to enable the Company to complete the implementation of the abovementioned proposals.
24.
Review of Performance
With the change from a logistic service provider to a manufacturer and distributor of stationeries and office supplies in the 2nd quarter of 2005, the Group now achieved turnover of RM226 million and profit after taxation and minority interest of RM29.7 million for the 6 months ended 30 June 2005. The strong financial performance of the Group in the 2nd quarter was mainly supported by higher sales resulted from the “back to school” seasons in Europe and Latin America. The depreciation of the Euro against major currencies affected profit but this has been cushioned by exports business from Europe. The consolidation of Pelikan business activities under Pelikan International Corporation Berhad created synergies where operations have been streamlined to develop worldwide branding strategies for the global brand. These initiatives include, amongst others, international marketing, central procurement, enhanced distribution network, regional coordination and controlling etc which aimed to increase effectiveness and efficiency at lower cost.
25.
Prospects

The management expects the change from a logistic service provider to one involved in the manufacturing and distribution of an international brand of quality writing instruments, stationery and office supplies to deliver exciting long term growth prospects for the Group. The Pelikan Brand, which is more than a century old, is associated with high quality and original ideas in the writing instruments and school stationery products markets. The brand is closely associated with the values of reliability, prestige and enduring German quality. The brand recognition and customer loyalty coupled with the difficulty of creating new brands by competitors combine to make the Pelikan brand a valuable assets. In the longer term, the group’s objective is to develop global business based upon its brand and quality products. Using its high value writing instruments, school and pre-school writing instruments, painting products and office supplies as a platform, Pelikan plans to expand its strong market position in Germany throughout Europe and into the growth markets of Latin America, North America and Asia. Meanwhile, the Group will continue to enhance production efficiency and to invest in research and development efforts for product innovations and improvements. These initiatives together with ongoing cost reduction programs will pave the way for stronger performance.
As the group result is currently affected by seasonality which usually records higher sales in mid year, the Group expects moderate result especially in the last quarter of the remaining period of this year.

26.
Dividend
Gross

Amount of

dividend
dividend net 

per share
of 28% tax








Sen

RM’000
Interim dividend declared, payable on 30 September 2005
7.5
          7,742
No dividend was declared in previous corresponding period.

The interim dividend will be paid on 30 September 2005 to shareholders whose names appear in the Records of Depositors at the close of business on 15 September 2005. A Depositor shall qualify for entitlement to dividend only in respect of:
a) Shares transferred into the Depositor’s securities Account before 4.00pm on 15 September 2005 in respect of transfers;

b) Shares bought on Bursa Malaysia Securities Berhad on a cum entitlement basis according to the rules of the Bursa Malaysia Securities Berhad.
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