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A. Notes to the Interim Financial Report

For the Second Quarter and Financial Period Ended 30 June 2006

A1.
Basis of Preparation




The quarterly interim financial report is unaudited and has been prepared in accordance with FRS1342004 “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 2005. 


The significant accounting policies adopted are consistent with those of the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 January 2006. 
The principal effects of the changes in accounting policies resulting from the adoption of the new/revised FRS are as follows:

(a) FRS 101: Presentation of Financial Statements

The adoption of the revised FRS 101 has affected the presentation of minority interest, share of net after tax results of associates and other disclosures. In the consolidated balance sheet, minority interests are now presented within total equity. In the consolidated income statement, minority interests are presented as an allocation of the total profit or loss for the period. A similar requirement is also applicable to the statement of changes in equity. FRS 101 also requires disclosure, on the face of the statement of changes in equity, total recognised income and expenses for the period, showing separately the amount attributable to equity holder of the parent and to minority interest.

The current period’s presentation of the Group’s financial statements is based on the revised requirements of FRS 101, with comparatives restated to confirm with the current period’s presentation.

(b) FRS 133: Earnings per share

The adoption of FRS 133 requires ordinary shares that will be issued upon the conversion of a mandatorily convertible instrument are to be included in the calculation of basic earnings per share from the date the contract is entered into.  The Company has issued RM98.9million nominal value of 5-year 3% Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) on 8 April 2005, the conversion of which is mandatory upon the expiry of the tenure. The ordinary shares to be issued by way of conversion of the outstanding ICULS are included in the calculation of basic earnings per share assuming that those conversions took place at the beginning of the financial period. 

A2.
Report of the Auditors to the Members

The report of the auditors on the annual financial report for the financial year ended 31 December 2005 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.
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A3.
Seasonality or Cyclicality of Interim Operations

The Group’s business is generally affected by the “back to school” season in Europe which normally records higher sales in mid year.

A4.
Exceptional and/or Extraordinary Items Affecting Assets, Liabilities, Equity, Net Income or Cash flows


There were no exceptional and/or extraordinary items affecting assets, liabilities, equity, net income or cash flows for the current quarter ended 30 June 2006.
A5.
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.

A6.
Debt and Equity Securities

Upon conversion of Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) and Redeemable Convertible Unsecured Loan Stocks (“RCULS”) of the Company, 70,992 new ordinary shares of RM1.00 each were issued on the following dates:

Date

        Number of shares
17.04.2006

        1,332 

11.05.2006

        1,332

01.06.2006

      60,666

15.06.2006

        4,998

22.06.2006

        2,664
Other than the above, there were no issuances, cancellations, repurchases, resales and repayments of debt and equity securities during the current quarter ended 30 June 2006.
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A7.
Dividends Paid

	
	
	
	
	

	
	 Gross  
	 Amount of  
	 Amount of  
	

	
	 dividend 
	 dividend,  
	 Dividend net 
	

	
	 per share 
	 gross 
	 of 28% tax 
	

	
	 Sen 
	 RM'000 
	 RM'000 
	

	                For the financial year ended 31/12/2005
	
	
	
	

	
	
	
	
	

	First interim dividend declared on 5 August 2005, 
	                7.5 
	         11,753
	            8,462 
	

	      paid on 30 September 2005
	
	
	
	

	
	
	
	
	

	Second interim dividend declared on 14 November 2005,            paid on 3 January 2006
	                4.5 
	           7,055
	            5,080 
	

	
	
	
	
	

	Final dividend declared on 23 June 2006, 
	                6.0 
	         10,540
	            7,588
	

	      payable on 18 September 2006
	
	
	
	

	
	
	
	
	

	
	              18.0 
	         29,348
	          21,130
	

	
	
	
	
	

	                For the financial year ending 31/12/2006
	
	
	
	

	First interim dividend declared on 27 April 2006, 
	                2.0 
	           3,303
	            2,378
	

	      paid on 12 June 2006
	
	
	
	

	
	
	
	
	


The first interim dividend for the financial year ending 31 December 2006 of 2.0 sen less 28% tax per ordinary share of RM1 each totalling RM2,378,376 for the preceding quarter in respect of financial year ending 31 December 2006 was paid on 12 June 2006.

The final dividend for the financial year ended 31 December 2005 will be paid on 18 September 2006 to shareholders whose name appear in the Record of Depositors at the close of business on 21 August 2006.  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 21 August 2006 in respect of transfer; or

b) Shares bought on Bursa Malaysia Securities Berhad on a cum entitlement basis according to the rules of Bursa Malaysia Securities Berhad.
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A8.
Segment Information

	
	
	
	Germany 
	
	 Latin America 
	
	 Rest of Europe
	
	Switzerland
	
	 Others 
	Elimination
	 Group 

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

	 6 months ended 30 June  2006 
	
	
	
	
	
	
	
	
	
	
	

	 External revenue 
	193,117
	
	47,040
	
	64,674
	
	19,343
	
	         19,910
	
	344,084

	 Intersegment revenue
	145,343
	
	3,259
	
	935
	
	-
	
	5,352
	(154,889)
	-

	
	338,460
	
	50,299
	
	65,609
	
	19,343
	
	25,262
	          (154,889)
	344,084

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	 Segment result 
	 27,688                         
	
	       9,556
	
	         1,446
	
	       1,897
	
	        3,843
	
	            44,430

	 Unallocated income (net of cost) 
	
	
	
	
	
	
	         
	
	
	
	                 14,484

	 Profit from operations 
	
	
	
	
	
	
	
	
	
	
	            58,914

	
	
	
	
	
	
	
	
	
	
	
	
	
	


	 3 months ended 30 June  2006 
	
	
	
	
	
	
	
	
	
	
	

	 External revenue 
	111,895
	
	26,697
	
	34,966
	
	10,815
	
	         10,740
	
	195,113

	 Intersegment revenue
	82,514
	
	1,695
	
	599
	
	-
	
	3,174
	(87,982)
	-

	
	194,409
	
	28,392
	
	35,565
	
	10,815
	
	13,914
	          (87,982)
	195,113

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	 Segment result 
	 23,100                         
	
	       6,626
	
	         1,455
	
	       1,445
	
	        1,602
	
	            34,228

	 Unallocated income (net of cost) 
	
	
	
	
	
	
	         
	
	
	
	               5,563

	 Profit from operations 
	
	
	
	
	
	
	
	
	
	
	            39,791

	
	
	
	
	
	
	
	
	
	
	
	
	
	


A9.      Valuation of Property, Plant and Equipment

There were no valuation of property, plant and equipment during the quarter under review.

A10.
Events Subsequent to Balance Sheet Date


There were no material events subsequent to the end of the current quarter.

A11.
Changes in the Composition of the Group

i) On 8 June 2006, the Company had incorporated a new wholly owned subsidiary in Taiwan by the name of Pelikan Taiwan Co Ltd (“Pelikan Taiwan”), whereby the Company had subscribed for 250,000 shares of a nominal value of TWD 10 each at an issue price of TWD 10 per share in Pelikan Taiwan amounting to a total consideration of TWD2,500,000 (approximately RM283,000). The principle activities of Pelikan Taiwan are the marketing and distribution of writing instruments, art, painting and hobby products, as well as school and office stationery supplies, and printer consumables in Taiwan. 
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A11.
Changes in the Composition of the Group (continued)

ii) On 14 June 2006, the Company had incorporated a new wholly owned subsidiary in Poland, namely Pelikan Polska Sp.z.o.o. (“Pelikan Polska”), whereby the Company had subscribed for 1,000 shares of a nominal value of PLN1,900 each at an issue price of PLN1,900 per share in Pelikan Polska (PLN = Poland Zloty; RM1.111 = PLN1). The principle activities of Pelikan Polska are the marketing and distribution of writing instruments, art, painting and hobby products, as well as school and office stationery supplies, and printer consumables in Poland.
Other than the above, there were no other material changes in the composition of the Group in the current quarter ended 30 June 2006.

A12.
Contingent Liabilities


A claim has been made against the Company in the Industrial Court by some ex-employees of the Company alleging that their dismissals were without just cause or excuse and/or in breach of natural justice. The claimants pray for reinstatement and/or compensation in lieu thereof for wrongful dismissal, loss of earnings, termination benefits, bonus, allowance and payments at an aggregate sum of up to RM7,417,197.89 due to them. The Company in consultation with its solicitors are of the opinion that the case filed is without merit. The hearing at the Industrial Court was held on 28 June 2006 and will be continued on 15 December 2006.      

In relation to the contingent liability of the Company as disclosed above, pursuant to the Sale of Business Agreement entered into between Konsortium Logistik Berhad (“KLB”) and the Company dated 16 November 2001 in respect of the disposal of the entire previous logistics business undertaking of the Group, KLB has agreed to assume and undertakes to be responsible for any and all liabilities relating to the previous logistics business undertaking disposed, including all liabilities 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 of the disposal of the entire previous logistics business undertaking by the Group to KLB.    

B.
Additional Information Required by the Bursa Malaysia Securities Berhad’s 
Listing Requirements

B1.
Taxation

	
	
	
	
	
	
	 3 months ended 
	
	 6 months ended

	
	
	
	
	
	
	30/6/06
	
	30/6/05
	
	30/6/06
	
	30/6/05

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

	
	Taxation (charged)/ credited in respect of current period
	
	
	
	
	
	
	
	
	

	
	- income tax
	
	
	
	          (3,682)
	
	           (3,229)
	
	          (6,155)
	
	           (3,258)

	
	- deferred tax
	
	
	
	           1,357
	
	5,044            
	
	           1,379
	
	5,899            

	
	
	
	
	
	           (2,325)
	
	         1,815
	
	           (4,776)
	
	         2,641



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 where the Group operates and utilisation of prior year tax losses.  

B2.
Unquoted investment and/or properties

There was no disposal or purchase of unquoted investments or properties during the current quarter ended 30 June 2006 other than disposal of a freehold land for cash consideration of RM320,000. The gain arising from this disposal is RM59,141.
B3.
Marketable securities

Investments as at 30 June 2006:

RM’000


Cost
   2,671

Carrying value/book value
   2,671

Market value
   2,576
There was no purchase or disposal of securities during the current quarter ended 30 June 2006.
B4.
Status of corporate proposals announced

On 3 February 2006, the Company announced its potential acquisition of the business operations of Pelikan Hardcopy Holding AG (“Pelikan Hardcopy”). The Company has concluded an assets purchase with Pelikan Hardcopy’s subsidiary in Switzerland for the acquisition of plant & machinery and inventories worth EUR6million. The Group is currently in negotiation with Pelikan Hardcopy for the potential acquisition of the rest of their business operations.
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B5.       Bank borrowings

Details of the Group’s bank borrowings as at 30 June 2006 are as follows:

	
	
	
	 Short Term 
	
	 Long Term 
	
	 Total 

	
	
	
	 Secured 
	 Unsecured 
	
	 Secured 
	
	

	
	
	 Currency 
	 RM' 000 
	 RM' 000 
	
	 RM' 000 
	
	 RM' 000 

	
	
	
	
	
	
	
	
	

	
	 Revolving Credits 
	 RM 
	             8,000 
	                  -   
	
	                    -   
	
	             8,000 

	
	 Revolving Credits 
	 EUR 
	                     -   
	            939 
	
	                    -   
	
	               939 

	
	 Bank Overdrafts 
	 EUR 
	         -       
	          2,384 
	
	                    -   
	
	             2,384 

	
	 Discounted Bill 
	 EUR 
	             16,831 
	                  -   
	
	                    -   
	
	             16,831 

	
	 Short Term Loan 
	 EUR 
	             17,432 
	          14,898
	
	                    -   
	
	             32,330

	
	 Term Loan 
	 RM 
	             5,787 
	                  -   
	
	            47,741 
	
	             53,528 

	
	
	
	
	
	
	
	
	

	
	 Total 
	
	             48,050 
	          18,221 
	
	            47,741
	
	           114,012

	
	 Note: 
	
	
	
	
	
	
	

	
	  RM – Ringgit Malaysia 
	
	
	
	
	
	
	

	
	   EUR - Euro 
	
	
	
	
	
	
	


B6.
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 current financial period.


	
	
	
	
	
	
	
	Future minimum lease payments

	
	
	
	
	
	
	
	RM'000

	
	Not later than 1 year
	
	
	
	
	                  10,899 

	
	Later than 1 year and not later than 5 years
	
	
	                  29,067

	
	Later than 5 years
	
	
	                    1,356

	
	
	
	
	
	
	
	                  41,322 


B7.
Material Litigation

A claim has been made against the Company in the Industrial Court by some ex-employees of the Company alleging that their dismissals were without just cause or excuse and/or in breach of natural justice. The claimants pray for reinstatement and/or compensation in lieu thereof for wrongful dismissal, loss of earnings, termination benefits, bonus, allowance and payments at an aggregate sum of up to RM7,417,197.89 due to them. The Company in consultation with its solicitors are of the opinion that the case filed is without merit. The hearing at the Industrial Court was held on 28 June 2006 and will be continued on 15 December 2006.       
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B7.
Material Litigation (continued)

In relation to the contingent liability of the Company as disclosed above, pursuant to the Sale of Business Agreement entered into between Konsortium Logistik Berhad (“KLB”) and the Company dated 16 November 2001 in respect of the disposal of the entire previous logistics business undertaking of the Group, KLB has agreed to assume and undertakes to be responsible for any and all liabilities relating to the previous logistics business undertaking disposed, including all liabilities 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 of the disposal of the entire previous logistics business undertaking by the Group to KLB.    

B8.
Post employment benefit obligation

	
	
	
	
	
	
	
	RM'000

	
	Payable within 12 months
	
	
	
	
	            15,515

	
	Payable after 12 months
	
	
	
	
	          261,047 

	
	
	
	
	
	
	
	          276,562


	
	Removable Pension Liabilities:
	
	
	

	
	Liabilities assumed by Pension Trust Fund
	
	
	         181,197

	
	Liabilities assumed by the Company
	
	
	
	           65,087

	
	
	
	
	
	
	
	         246,284

	
	Other Pension liabilities of the Group
	
	
	
	           30,278

	
	
	
	
	
	
	
	         276,562


Pursuant to the acquisitions of Pelikan Holding AG and Pelikan Japan KK by the Company, 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. If the assets in the Pension Trust Fund are capable of paying the entire Removable Pension Liabilities, the Removable Pension Liabilities assumed by the Company will be relinquished.

As at 30 June 2006, the value of the Pension Trust Fund was RM392.947 million as compared to the liabilities assumed by the Pension Trust Fund of RM181.197 million and the liabilities assumed by the Company of RM65.087 million.

B9.
Capital commitments

Capital commitments not provided for in the financial statements as at 30 June 2006 were as follows:










RM’000

Authorised and contracted:



  

Property, plant and equipment





     3,079
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B10.
Review of Performance


The Group’s revenue for the current quarter in Ringgit terms was RM195.1 million compared to RM201.5 million in the corresponding quarter last year. The slight drop was mainly due to translation difference as a result of weaker Euro and USD against Ringgit over the period. Revenue from the Group is mainly in Euro and USD. Excluding the translation difference, the revenue increased by 2.1% against the corresponding quarter last year. However, the year to date revenue increased by 52% as compared to that of the previous year. The Group recorded an improvement in the profit before tax for the 6 months ended 30 June 2006 from RM32.7 million to RM58.8 million, an increase of 80%.
B11.
Variation of results against preceding quarters

In the current quarter, the Group’s revenue increased to RM195.1 million compared to RM149.0 million in the preceding quarter. Profit before taxation increased from RM18.8 million in the previous quarter to RM39.9 million in the current quarter, mainly attributable to the higher sales recorded in the current quarter and operational efficiency due to higher sales volume.

The higher revenue and result as opposed to the first quarter of 2006 was due to sales seasonality which records higher revenue in mid year resulting from the “back to school” season in Europe and Latin America. Sales continue to show strong growth especially outside Europe as the Group has implemented strategies to expand geographically. 

B.
Additional Information Required by the Bursa Malaysia Securities Berhad’s 
Listing Requirements

B12.
Prospects

In the current quarter, the Group continues the growth strategies to expand geographically. Sales outside Europe, in Asia and Latin America, have shown encouraging growth. During the current quarter, new subsidiaries were incorporated in Singapore, Poland and Taiwan. The Company has also set up a sales office in China and acquired an associate in Thailand to strengthen distribution network in the Asia market. In the pipeline, the Group has plans to expand in India, Indonesia and Argentina through setting up of direct distribution centres, joint ventures with suitable local partners and/ or business acquisitions.

The Group has recently commence the manufacturing of inkjet printer cartridges, part of Hardcopy products in its manufacturing facility in Puchong, Malaysia. In February 2006, the Group concluded an Assets Purchase Agreement with Pelikan Hardcopy Produktion AG to purchase fixed assets and inventories worth EUR6 million. This purchase is in line with the Group’s effort to re-consolidate the PELIKAN brand name after the split of the Hardcopy division by Pelikan Holding AG (a subsidiary of the Company) through a restructuring exercise more than 10 years ago. Pelikan Hardcopy group is the largest independent non OEM ("Original Equipment Manufacturer") manufacturer and distributor of imaging supplies and printer accessories in Europe with a recognized brand name. These products include inkjet, toner, thermal transfer, office media and impact cartridges etc. Full impact of the Hardcopy business will be felt in 2007. The second half of the year is expected to be more challenging for the Group as the Group is anticipating lower result than the first half due to sales seasonality. The Group is consistently trying to mitigate this by introducing more products and opening up new markets. Over the next few years, we expect improvement of our results to be achieved.
B13.
Dividend

The second interim dividend of 6.0 sen less 28% tax per ordinary share of RM1 each for the financial year ending 31 December 2006 will be paid on 27 November 2006 to shareholders whose name appear in the Record of Depositors at the close of business on 31 October 2006 based on their shareholdings as at this date.  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 31 October 2006 in respect of transfer; or

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

On 29 August 2006, the shareholders of the Company approved the bonus issue of up to 57,194,808 new ordinary shares of RM1 each of the Company, credited as fully paid-up, on the basis of one (1) bonus share for every five (5) existing shares. The Record of Depositors of the Company will be closed at 5.00pm on 18 September 2006 to determine the depositors’ entitlement to the bonus issue. Effectively, shareholders qualify for entitlement of the bonus shares will receive 7.2 sen dividend less 28% tax based on their current shareholding.
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B14.
Variance on Profit Forecast / Shortfall in Profit Guarantee


Not applicable.

B15. 
Earnings per share

a) Basic earnings per share

	
	
	
	
	
	
	
	 3 months ended 
	
	 6 months ended  

	
	
	
	
	
	
	
	30/6/06
	
	30/6/05
	
	30/6/06
	
	30/6/05

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net profit for the period
	
	
	(RM'000)
	
	         33,727
	
	             30,177
	
	   49,019
	
	            29,714

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	     ICULS, net of tax effect
	
	
	
	                59
	
	65
	
	              118
	
	65

	
	
	
	
	
	         33,786
	
	         30,242
	
	         49,137
	
	        29,779

	
	Weighted average number
	
	
	
	
	
	
	
	
	
	

	
	
	of ordinary shares in issue 
	
	('000)
	
	       165,176
	
	        142,210
	
	       163,658
	
	         94,439

	
	Adjustment for ICULS
	
	
	('000)
	
	         44,127
	
	     65,933  
	
	         44,127
	
	       32,967  

	
	
	
	
	
	
	       209,303
	
	   208,143
	
	       207,785
	
	       127,406

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic earnings per share
	
	
	(sen)
	
	           16.14
	
	            14.53
	
	           23.65
	
	           23.37


b) Diluted earnings per share

	
	
	
	
	
	
	
	 3 months ended 
	
	 6 months ended  

	
	
	
	
	
	
	
	30/6/06
	
	30/6/05
	
	30/6/06
	
	30/6/05

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Net profit for the period
	
	
	   (RM'000)
	
	           33,727
	
	            30,177
	
	          49,019
	
	                  29,714

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	
	ICULS, net of tax effect
	
	   (RM'000)
	
	                  59
	
	           65   
	
	               118
	
	                  65   

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	
	RCULS, net of tax effect
	
	(RM'000)
	
	                955
	
	986               
	
	            1,909
	
	                986   

	
	
	
	
	(RM'000)
	
	           34,741
	
	31,228
	
	          51,046
	
	           30,765 

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Weighted average number 
	
	('000)
	
	
	
	
	
	
	
	           

	
	
	of ordinary shares in issue 
	
	
	
	209,303
	
	      208,143
	
	        207,785
	
	         127,406

	
	Adjustment for RCULS
	
	
	('000)
	
	           76,613
	
	76,667 
	
	          76,613
	
	           38,333

	
	
	
	
	
	
	
	         285,916
	
	         284,810
	
	        284,398
	
	         165,739

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Diluted earnings per share 
	
	(sen)
	
	             12.15
	
	             10.96            
	
	            17.95
	
	             18.56 


2

