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A. Notes to the Interim Financial Report

For the first quarter and financial period ended 31 March 2007
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 financial year ended 31 December 2006. 

The significant accounting policies adopted are consistent with those of the audited financial statements for the financial year ended 31 December 2006 except for the adoption of the new/ revised Financial Reporting Standards (“FRSs”) effective for accounting periods beginning on or after 1 October 2006 which are relevant to the operations of the Group. The adoption of these new FRSs however do not have a material impact to the financial statements of the Group.
A2.
Report of the Auditors to the Members
The report of the auditors on the annual financial statements for the financial year ended 31 December 2006 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.

A3.
Seasonality or Cyclicality of Interim Operations

Prior to the completion of the acquisition of Pelikan Hardcopy Holding AG group (“PHH Group”) [refer A11], the Group’s business was affected by the “back to school” season in Europe which normally records higher sales in mid year. Sales of PHH Group are generally not influenced by seasonal fluctuation. The combined sales of the Group therefore have lesser effects of seasonality.  
A4.
Exceptional and/or Extraordinary Items Affecting Assets, Liabilities, Equity, Net Income or Cash flows


There were no exceptional and/ or extraordianry items affecting assets, liabilities, equity, net income or cash flows for the current quarter ended 31 March 2007 other than the negative goodwill of RM16,774,000 credited to the income statement arising from the acquisition of 100% equity interest in Pelikan Hardcopy Holding AG, Switzerland.

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.
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A6.
Debt and Equity Securities

Upon conversion of Irredeemable Convertible Unsecured Loan Stocks (“ICULS”) and Redeemable Convertible Unsecured Loan Stocks (“RCULS”) of the Company, 53,305,839 new ordinary shares of RM1.00 each were issued on the following dates:

Date

        Number of shares
17.01.2007
       
         937,040

22.01.2007

         280,000

25.01.2007
  
    51,999,999

08.02.2007

           48,800

23.03.2007

           40,000

Other than the above, there were no issuances, cancellations, repurchases, resales and repayments of debt and equity securities during the current quarter ended 31 March 2007.

A7.
Dividends Paid

	
	Gross
	Amount of
	Amount of
	

	
	dividend
	dividend,
	dividend,
	

	
	per share
	gross
	net of tax
	

	
	Sen
	RM'000
	RM'000
	

	
	
	
	
	

	                For the financial year ended 31/12/2006
	
	
	
	

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

	      paid on 12 June 2006, at 28% tax
	
	
	
	

	
	
	
	
	

	Second interim dividend declared on 29 August 2006,            paid on 27 November 2006, at 28% tax
	                6.0 
	         12,677
	            9,127 
	

	
	
	
	
	

	Third interim dividend declared on 23 November 2006,            paid on 16 February 2007, at 27% tax
	                2.0 
	           4,449
	            3,248
	

	
	
	
	
	

	Proposed final dividend, 2 sen tax exempt and 3 sen at 27% tax, subject to the approval of shareholders at the forthcoming Annual General Meeting
	                5.0 
	         13,742
	          11,516 
	

	
	
	
	
	

	
	              15.0 
	         34,171
	          26,269
	

	
	
	
	
	

	                For the financial year ended 31/12/2007
	
	
	
	

	                First interim dividend declared on 3 May 2007, 
	                2.0 
	           5,497
	            4,013
	

	                    payable on 30 July 2007, at 27% tax
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A8.
Segment Information
	
	
	
	
	
	
	
	
	
	
	
	

	
	Germany
	
	Switzerland
	
	Rest of Europe
	
	Latin-America
	
	Others
	Elimination
	Group

	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	
	RM’000
	RM’000
	RM’000

	
	
	
	
	
	
	
	
	

	3 months ended 31 March 2007
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	

	 External revenue 
	74,166
	
	60,446
	
	71,136
	
	20,231
	
	       13,613
	
	239,592

	 Intersegment revenue
	      67,554
	
	          70,878
	
	          10,993
	
	1,445
	
	       15,195
	(166,065)
	-

	
	141,720
	
	131,324
	
	82,129
	
	21,676
	
	28,808
	(166,065)
	239,592

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	 Segment result 
	 9,756
	
	14,244
	
	            1,797
	
	        2,835
	
	         1,294
	(8,085)
	       21,841

	 Unallocated income (net of cost) 
	
	
	
	
	
	
	         
	
	
	
	      23,010

	 Profit from operations 
	
	
	
	
	
	
	
	
	
	
	       44,851

	
	
	
	
	
	
	
	
	
	
	
	
	
	


A9.      Valuation of Property, Plant and Equipment

There were no valuations 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 other than the acquisition of German Hardcopy AG (“GHAG”). On 16 April 2007, a subsidiary of the Company, Pelikan Holding AG completed the acquisition of 90% of the equity interest in GHAG, incorporated in Germany for a cash consideration of RM27,959,000 (EUR6,000,000). The remaining 10% shares are held by GHAG. GHAG has 2 subsidiaries, one in Germany and another in Bosnia. The principal activities of GHAG are the manufacturing and distribution of hardcopy related products (printer consumables such as inkjet, toner, thermal transfer, office media and impact cartridges) under the Geha, Emtec, Boeder and I-change trademarks as well as OEM (“Original Equipment Manufacturer”) printer supplies and assortment. The Group is the owner of Geha brand name. The acquisition is expected to realise the full potential of this brand with direct investment as opposed to brand licensing.
A11.
Changes in the Composition of the Group

On 26 January 2007, the Company completed the acquisition of 4,738,318 ordinary shares of CHF1.50 each and 44,000 ordinary participation receipts of CHF1.50 each in Pelikan Hardcopy Holding AG (“PHH”), representing 100% of the equity interest in PHH and a subordinated shareholder loan owing by PHH amounting to EUR15,767,000 (RM73,286,593) for a total cash consideration of EUR2,285,001 and CHF500,000 (RM11,905,000 in total). PHH, incorporated in Switzerland, is one of the largest independent non-OEM  and distributor of imaging supplies and printer accessories (such as inkjet, toner, thermal transfer, office media and impact cartridges) in Europe with a recognised brand name. PHH has 12 subsidiaries incoporated in Germany, Switzerland, Scotland, China, Hong Kong Czech Republic and Austria. The acquisition is the last leg of the plan towards re-consolidating the PELIKAN brand name. With this acquisition, the Company effectively resumed the ownership of the entire PELIKAN brand name.
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A12.
Contingent Liabilities

(a)
A claim has been made against the Company, in relation to the previous logistics business undertaking disposed in April 2005, 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 is of the opinion that the case filed is without merit. The hearing at the Industrial Court was held on 26 January 2007 and are now awaiting judgement.      

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 undertake 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)
In the ordinary course of business, the business of the newly acquired Pelikan Hardcopy Holding AG group [refer A11] (hereinafter referred to as the “Hardcopy business”),  is involved in several lawsuits. The Group is of they view that litigation matters are an inherent part of the Hardcopy business. In the opinion of the management, the lawsuits, claims and proceedings which are pending against the Group will not have a material adverse effect on the Group’s financial statements. 

In particular, the Group has several large legal claims brought by Original Equipment Manufacturers (“OEM”) in relation to perceived breach of patents. There are seven significant patent cases with an assessed potential maximum exposure of EUR13.5million (RM62.9 million). Historically the Group has been successful in defending all such cases and management remains confident that these claims can be successfully defended other than a case involving a maximum exposure of EUR500,000 based on the solicitors’ view.
(c)
Based on the latest actuaries assumption as at 31 December 2006, PHH’s wholly owned subsidiary, Pelikan Hardcopy Scotland Limited (“PHSL”)’s retirement fund has GBP17.2 million (RM117.0 million) assets to meet pension liabilities of GBP26.2 million (RM178.24 million). Based on the International Accounting Standards 19 (“IAS 19”), GBP1.4 million (RM9.5 million) has been recognised as a pension liability in the consolidated financial statements of PHH for the financial year ended 31 December 2006.

The Group is of the opinion that there is no immediate obligation to pay out the shortfall in full in the foreseeable future. The Group believes that the operational cash flow of PHH Group and the assets in the retirement fund of PHSL are sufficient to finance the payouts to eligible pensioners.
B.
Additional Information Required by the Bursa Malaysia Securities Berhad’s 
Listing Requirements

B1.
Taxation

	
	
	
	
	
	
	 3 months ended 
	
	Financial period ended

	
	
	
	
	
	
	31/3/07
	
	31/3/06
	
	31/3/07
	
	31/3/06

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

	
	Taxation (charged)/ credited in respect of current financial period
	
	
	
	
	
	
	
	
	

	
	- income tax
	
	
	
	         (1,720)      
	
	          (2,473)
	
	         (1,720)      
	
	          (2,473)

	
	- deferred tax
	
	
	
	                      81
	
	                22 
	
	             81
	
	                22 

	
	
	
	
	
	(1,639)           
	
	          (2,451)
	  
	         (1,639)           
	
	          (2,451)



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 31 March 2007 other than the addition via the acquisition of Pelikan Hardcopy Holding AG group [refer A11].
B3.
Marketable securities

Investments as at 31 March 2007:

RM’000


Cost
   2,723

Carrying value/book value
   2,598

Market value
   2,598
There was no purchase or disposal of securities during the current quarter ended 31 March 2007.
B4.
Status of corporate proposals announced

On 2 April 2007, The Company announced that a subsidiary of the Company, Pelikan Holding AG, proposed to acquire 90% of the equity interest in German Hardcopy AG (“GHAG”), incorporated in Germany for a cash consideration of RM27,959,000 (EUR6,000,000). The remaining 10% shares are held by GHAG. GHAG has 2 subsidiaries, one in Germany and another in Bosnia. The principal activities of GHAG are the manufacturing and distribution of hardcopy related products (printer consumables such as inkjet, toner, thermal transfer, office media and impact cartridges) under the Geha, Emtec, Boeder and I-change trademarks as well as OEM printer supplies and assortment. The Group is the owner of Geha brand name. The acquisition is expected to realise the full potential of this brand with direct investment as opposed to brand licensing. The acquisition of GHAG was completed on 16 April 2007.
B.
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B5.       Borrowings

Details of the Group’s borrowings as at 31 March 2007 are as set out below:

	
	
	 Short Term 
	
	 Long Term 
	
	 Total 

	
	
	 Secured 
	 Unsecured 
	
	 Secured 
	
	

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

	
	
	
	
	
	
	
	

	
	Ringgit Malaysia
	                 584            
	                   -     
	
	              7,010             
	
	7,594              

	
	Euro
	             78,105
	          25,153           
	
	            65,546          
	
	           168,804   

	
	Swiss Franc 
	                      -
	            4,395
	
	                     -
	
	               4,395

	
	Mexican Peso
	                      - 
	            1,596   
	
	                     -   
	
	               1,596

	
	Poland Zloty
	                    76
	            2,796      
	
	                 341            
	
	               3,213

	
	US Dollar
	               1,921
	                   -
	
	            23,049
	
	             24,970

	
	
	
	             
	
	
	
	

	
	 Total 
	             80,686
	          33,940 
	
	            95,946
	
	           210,572


B6.
Off Balance Sheet Financial Instruments
Other than the operating leases 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
	
	
	
	
	                  18,869

	
	Later than 1 year and not later than 5 years
	
	
	                  50,698

	
	Later than 5 years
	
	
	                       682

	
	
	
	
	
	
	
	                  70,249 


B7.
Material Litigation

(a)
A claim has been made against the Company, in relation to the previous logistics business undertaking disposed in April 2005, 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 is of the opinion that the case filed is without merit. The hearing at the Industrial Court was held on 26 January 2007 and are now awaiting judgement.      

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 undertake 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.    
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B7.
Material Litigation (cont’d)
(b)
In the ordinary course of business, the business of the newly acquired Pelikan Hardcopy Holding AG group [refer A11] (hereinafter referred to as the “Hardcopy business”),  is involved in several lawsuits. The Group is of the view that litigation matters are an inherent part of the Hardcopy business. In the opinion of the management, the lawsuits, claims and proceedings which are pending against the Group will not have a material adverse effect on the Group’s financial statements. 

In particular, the Group has several large legal claims brought by Original Equipment Manufacturers (“OEM”) in relation to perceived breach of patents. There are seven significant patent cases with an assessed potential maximum exposure of EUR13.5million (RM62.9 million). Historically the Group has been successful in defending all such cases and management remains confident that these claims can be successfully defended other than a case involving a maximum exposure of EUR500,000 based on the solicitors’ view.

B8.
Post employment benefit obligation

	
	
	
	
	
	
	
	RM'000

	
	Payable within 12 months
	
	
	
	
	            16,108

	
	Payable after 12 months
	
	
	
	
	          277,074 

	
	
	
	
	
	
	
	          293,182


	
	Removable Pension Liabilities:
	
	
	

	
	Liabilities assumed by Pension Trust Fund
	
	
	         167,129

	
	Liabilities assumed by the Company
	
	
	
	           65,087

	
	
	
	
	
	
	
	         232,216

	
	Other pension liabilities of the Group
	
	
	
	           60,966

	
	
	
	
	
	
	
	         293,182


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 an external 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 31 March 2007, the value of the Pension Trust Fund was higher than the Removable Pension Liabilities.
B9.
Capital commitments

Capital commitments not provided for in the financial statements as at 31 March 2007 were as follows:










RM’000

Authorised and contracted:



  

Property, plant and equipment





     3,601
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B10.
Review of Performance


The Group’s revenue for the current quarter was RM239.6 million compared to RM149.0 million in the corresponding quarter last year, an increase of 60.8%. The significant increase is mainly attributable to the consolidation of the sales from Pelikan Hardcopy Holding AG Group (“PHH Group”) from February 2007 onwards. Consequently, profit before finance cost and share of results of associates increased to RM44.9 million, included therein RM16.8 million negative goodwill arouse from the acquisition of PHH Group. Comparatively, profit from operation in the corresponding quarter last year was RM15.1 million (excluding negative goodwill on the acquisition of Productos Pelikan SA de CV, Mexico). Profit attributable to equity holders of the parent for this quarter improved to RM39.4 million from RM15.3 million in the corresponding quarter last year .

B11.
Variation of results against preceding quarters

In the current quarter, the Group’s revenue increased to RM239.6 million compared to RM155.0 million in the preceding quarter. Accordingly, profit increased. The increase is mainly due to the consolidation of results of PHH Group from February 2007 onwards. The Hardcopy business, which has a more stable month-to-month sales, partly addresses the Group’s sales seasonality it faced in its existing business. 
B12.
Prospects

The Group has earlier committed to re-consolidate all the Pelikan’s operations divested in the late 1990s and the acquisition of Pelikan Hardcopy Holding AG, which is a significant milestone of this effort, was finally concluded in end January 2007. 

In April 2007, a subsidiary of the Company, Pelikan Holding AG further completed the acquisition of German Hardcopy AG, a manufacturer and distributor of hardcopy related products under the Geha, Emtec, Boeder, I-change trademarks as well as OEM  printer supplies and assortments. The acquisition immediately increases sales of the Group by another EUR25million per annum. Coupled with the operations of Pelikan Hardcopy Holding AG, which share the same business activities, the Group is ready to reap the benefits of economies of scale and common cost savings.

The Group has not forgotten continuous geographical expansions which have allowed the Group to increase sales with better margin given fixed overheads. These are noticeably evident in the sales and profit increases this quarter in comparison to the corresponding quarter last year. In 2006, the Company established new subsidiaries in the People’s Republic of China, Poland, the Middle East, Singapore, Taiwan and Indonesia. With the positive global economy outlook particularly in the developing countries, the Group planned to further expand into the Asia and Latin America regions. 
With the quest of re-consolidating all Pelikan’s operations almost completed, the Group also endeavour to expand organically. The acquisition of Pelikan Hardcopy Holding AG group promised amongst others cross selling and cost savings opportunities as the Group has started to roll out these plans subsequent to the completion of the acquisition in end January 2007. 
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B12.
Prospects (cont’d)

Besides merging sales and marketing efforts particularly in Europe where the Hardcopy business is strong in, there are also potentials leading to improved profitability in production and logistics as the Group started to manage all its 7 production facilities, and its logistics centre worldwide as an integral part.

The search for mergers and acquisitions shall continue as the Group is always on the look out for expansion opportunities.  Together with continuous product innovations and developments of which the Group is renowned, the Group look forward to achieving better performance in the coming years.

B13.
Dividend

The first interim dividend of 2 sen less 27% tax per ordinary share of RM1 each for the financial year ending 31 December 2007 will be paid on 30 July 2007 to shareholders whose name appear in the Record of Depositors at the close of business on 2 July 2007 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 2 July 2007 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.

The Board of Directors has proposed a final dividend of 5.0 sen per ordinary share of RM1 each of which 2.0 sen per ordinary share are tax exempt and 3.0 sen per ordinary share less 27% tax in respect of the financial year ended 31 December 2006 amounting to approximately RM11.5 million. The proposed final dividend is subject to the approval by the shareholders at the forthcoming Annual General Meeting. This dividend, upon approval by the shareholders will be accounted for as an appropriation of retained earnings in the year in which it is declared. The dividend payment date and entitlement date will be announced later. 

B14.
Variance on Profit Forecast / Shortfall in Profit Guarantee


Not applicable.
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B15. 
Earnings per share

a) Basic earnings per share

	
	
	
	
	
	
	
	 3 months ended 
	
	 Financial period ended  

	
	
	
	
	
	
	
	31/3/07
	
	31/3/06
	
	31/3/07
	
	31/3/06

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Profit for the financial period
	
	(RM'000)
	
	         39,378
	
	         15,292
	
	         39,378
	
	         15,292

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	     ICULS, net of tax effect
	
	 (RM’000)
	
	                17
	
	67
	
	                17
	
	67

	
	
	
	 (RM’000)
	
	         39,395
	
	        15,359
	
	         39,395
	
	        15,359

	
	Weighted average number
	
	
	
	
	
	
	
	
	
	

	
	
	of ordinary shares in issue 
	
	('000)
	
	       265,907
	
	       163,190
	
	       265,907
	
	       163,190

	
	Adjustment for ICULS
	
	
	('000)
	
	                  9
	
	         44,195
	
	                  9
	
	         44,195

	
	
	
	
	
	
	       265,916
	
	       207,385
	
	       265,916
	
	       207,385

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Basic earnings per share
	
	
	(sen)
	
	           14.81
	
	             7.41
	
	           14.81
	
	             7.41


b) Diluted earnings per share

	
	
	
	
	
	
	
	 3 months ended 
	
	Financial period ended  

	
	
	
	
	
	
	
	31/3/07
	
	31/3/06
	
	31/3/07
	
	31/3/06

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Profit for the financial  period
	
	   (RM'000)
	
	           39,378
	
	           15,292
	
	        39,378
	
	 15,292

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	
	ICULS, net of tax effect
	
	   (RM'000)
	
	                  17
	
	                  67
	
	             17
	
	                  67

	
	Elimination of interest expense on 
	
	
	
	
	
	
	
	
	
	

	
	
	RCULS, net of tax effect
	
	(RM'000)
	
	                732
	
	                957
	
	               732
	
	                957

	
	
	
	
	(RM'000)
	
	           40,127
	
	           16,316
	
	          40,127
	
	           16,316

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Weighted average number 
	
	
	
	
	
	
	
	
	
	           

	
	
	of ordinary shares in issue 
	
	('000)
	
	         265,907
	
	         163,190
	
	        265,907
	
	         163,190

	
	Adjustment for ICULS
	
	
	('000)
	
	                    9
	
	           44,195
	
	                   9
	
	           44,195

	
	Adjustment for RCULS
	
	
	('000)
	
	           68,333
	
	           76,617
	
	          68,333
	
	           76,617

	
	
	
	
	
	
	
	         334,249
	
	         284,002
	
	        334,249
	
	         284,002
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	Diluted earnings per share 
	
	(sen)
	
	12.01             
	
	               5.75                         
	
	12.01 
	
	               5.75                         


2

