JOHN HANCOCK LIFE INSURANCE (M) BERHAD

Interim report for the third financial quarter ended 30 September 2002

Notes to the Financial Statements 


1. Basis of preparation 

This interim report is prepared in accordance with MASB 26 “Interim Financial Reporting” and paragraph 9.22 of the Kuala Lumpur Stock Exchange Listing Requirements”, and should be read in conjunction with the Group’s financial statements for the year ended 31 December 2001.

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 31 December 2001 except for the adoption of new applicable approved accounting standards set out below:

(a) Prospective application

MASB 23 “Impairment of Assets” has been applied prospectively from 1 January 2002. 

(b) Retrospective application

Comparative figures have been adjusted or extended to conform with changes in presentation due to the requirements of the following MASB Standards that have been applied retrospectively:

· MASB 17 “General Insurance Business” 

· MASB 18 “Life Insurance Business”

· MASB 19 “Events after Balance Sheet date”

· MASB 20 “Provisions, Contingent Liabilities and Contingent Assets”

· MASB 22 “Segment Reporting” 

There are no changes in accounting policy that affect net profit for the period or shareholders’ equity as a result of the adoption of these standards in the interim financial report.

2. Status of audit qualification 

There was no audit qualification in the annual financial statements for the year ended 31 December 2001.

3. Seasonal/Cyclical Factors 

The business operations of the Group are not materially affected by any seasonal or cyclical factors.

4. Extraordinary Items 

There was no extraordinary item for the current financial year to date.

5. Change in Accounting Estimates 

There was no change in basis used for accounting estimates for the current financial year to date.

6. Debt and Equity Securities 

The Company allotted and issued 52,000 new ordinary shares of 50 sen each under the existing Executive Employees’ Share Option Scheme, ESOS. These shares rank pari passu in all respects with the existing ordinary shares of the Company.

Other than the above, there is no cancellation, repurchases, resale and repayment of debt and equity securities during the period.

7. Dividends 

A first and final dividend of 8 sen gross per share, less income tax at 28%, amounting to RM11,613,000 for the financial year ended 31 December 2001 was paid on 11 July 2002.

8. Segmental Reporting 








    3 months ended         
             9 months ended         







  
30.9.2002       30.9.2001  
       30.9.2002      30.9.2001  


RM’000
RM’000
RM’000
RM’000

Operating Revenue





Gross premium 





- Ordinary Life Participating
41,998
40,501
117,259
107,533

- Ordinary Life Non Participating
25,055
22,104
69,241
60,239

- Investment Linked
922
585
14,957
1,231

- Annuity Participating
-
(400)
(27)
96,894

Life insurance business
67,975
62,790
201,430
265,897

General Insurance Business
-
-
-
-

Total gross premium
67,975
62,790
201,430
265,897













Investment Income





- Ordinary Life Participating
9,175
7,949
27,659
22,560

- Ordinary Life Non Participating
4,208
4,343
12,703
12,806

- Investment Linked
191
42
471
132

- Annuity Participating
1,895
1,694
5,943
3,680

Life insurance business
15,469
14,028
46,776
39,178

General Insurance Business
42
136
179
324

Shareholders
3,146
3,065
9,495
9,439

Total investment income
18,657
17,229
56,450
48,941







Computer consultancy and programming service 
123
485
480
909







Total operating revenue
86,755
80,504
258,360
315,747













Profit Before Tax





- Ordinary Life Participating
2,383
2,164
5,650
5,391

- Ordinary Life Non Participating
2,038
4,522
10,962
9,952

- Investment Linked
146
(18)
(113)
56

- Annuity Participating
20
67
88
192

Life insurance business
4,587
6,735
16,587
15,591

General Insurance Business
709
135
840
629

Shareholders 
2,087
3,553
9,729
8,614

Total Profit before tax
7,383
10,423
27,156
24,834

Gross premium for investment linked for the 9 months ended 30 September 2002 includes seed capital amounting to RM5 million (2001: nil).

Information on the Group’s operations by geographical segments has not been provided as the Group operates principally in Malaysia.

9. Carrying amount of revalued assets  

The valuation for land and buildings and investment properties is based on the valuation incorporated in the annual financial statements for the year ended 31 December 2001.

10. Changes in Composition of the Group

There was no change in the Group composition during the quarter under review.

11. Contingent Liabilities 

(a) Contingent tax liabilities 

There has been no further development on the contingent tax liability of RM15 million arising from a standover by the Inland Revenue Board for tax assessed from financial years 1994 to 1997 pertaining to the basis of apportioning the actuarial surplus between “participating” and “non-participating” life funds. 

The Directors are of the view that no provision is required based on the opinion of the Company’s tax consultant that the Company has reasonably good prospects of succeeding in its objection to the additional tax assessed.

(b) Defamation suit

On 12 October 2001, the Company’s solicitors received the sealed copy of an amended writ and statement of claim filed by the previous Chief Executive Officer of the Company against the Company and 8 of its directors, raising an alleged claim in defamation in relation to a circular dated 11 December 2000 issued to shareholders of the Company with regard to the Extraordinary General Meeting held on 5 January 2001. No amount was specified in the suit. The Company filed its defence on 31 October 2001, and subsequently the Company and the 8 directors filed applications to strike out the suit which are pending before the court. This suit is fixed for case management in the High Court.

The Directors are of the view that no provision in respect of the above lawsuit is required based on the following: 

i)
The Company’s solicitors are of the opinion that the Company has reasonably good prospects of having the lawsuit dismissed at trial; and

ii)
There is no fixed basis or precedent upon which the Court will assess the quantum of damages arising from a defamation case. As such, a reasonable estimate of the contingent loss cannot be made.

(c) Industrial relation suit

On 28 February 2002, the Company received notification from the Director General of Industrial Relations that the Honourable Minister of Human Resources had decided to refer to the Industrial Court pursuant to Section 20 of the Industrial Relations Act, the representation of the previous Chief Executive Officer of the Company for dismissal from the Company.  The Company has contested the reference, and the current position is given in Note 22(b).

The Directors are of the view that no provision is required in respect of the above matter pending the outcome of proceedings in the High Court to quash the decision by the Honourable Minister to refer the representation made to the Industrial Court.

12. Review of Performance

The Group attained a profit before tax for the financial period under review of RM27 million, an increase of RM2 million or 10% over the corresponding preceding period. The profit after tax of the Group stood at RM19 million, 8% higher than the corresponding preceding period of RM18 million.

The better performance of the Group is attributed to the higher surplus from the Life Insurance Business, which recorded a surplus of RM17 million, an increase of RM1 million or 6% over the corresponding preceding period. Also contributing to the better performance was the gain from equity portfolio in the Shareholders’ fund of RM0.4 million compared to a loss of RM0.7 million in the corresponding preceding period.

The Ordinary Life Insurance business premium rose by 11% to RM187 million from RM168 million in the corresponding preceding period. This improved sales together with the higher investment income has led to a higher surplus of RM1 million. 

The Investment Linked Insurance business recorded a significant increase in premium of about RM10 million after excluding the seed capital of RM5 million. This represents a 709% increase over the corresponding preceding period of RM1 million. The significant year-to-date growth in this business has led to an increase in acquisition cost resulting in a slight deficit in the business.

The Annuity Insurance business saw no new sales for the current period under review with the cessation of the Skim Annuity Konvensional KWSP in the year 2001. Accordingly, the surplus has remained low.

13.
Material Changes In The Quarterly Results Compared To The Results Of Preceding Quarter 

The Group has a lower operating revenue of RM87 million for the current quarter compared with the preceding quarter ended 30 June 2002 of RM92 million. This is due to lower premium and investment income recorded.

The Group also recorded a lower profit before tax of RM7 million compared with RM9 million in the preceding quarter, a decrease of RM2 million or 22%. The lower profit before tax is mainly due to the provision for diminution in value of quoted investments compared with a write back in the preceding quarter. 

14. Current Year Prospects 

The Company expects its business to grow in tandem with the insurance industry. The Directors expect the Group’s performance to remain satisfactory in this financial year.

15. Profit Forecast 

The Group did not issue any profit forecast during the period.

16. Taxation 


3 months ended 

9 months ended


30/9/2002

30/9/2001

30/9/2002

30/9/2001


RM'000

RM'000

RM'000

RM'000

In respect of current period:








-
Income Tax 
2,320

2,797

7,594

7,088

-
Deferred Tax
(224)

192

371

135


2,096

2,989

7,965

7223

In respect of prior years:








· Income Tax
54

-

54

(30)


2,150

2,989

8,019

7,193

The effective tax rates for the current periods under review are higher than the statutory income tax rate in Malaysia, mainly due to management expenses of the Company which are not deductible for tax purpose. This is offset by a nil tax expense of a foreign subsidiary due to unabsorbed tax losses brought forward which is utilised to offset its chargeable income.

17. Unquoted Investments and/or properties 

The Group has a realised profit of RM133,785 from the sale of unquoted investment for the nine months ended 30 September 2002.

18. Quoted securities  

The information on the purchase and disposal of quoted securities is not applicable to insurance companies.

19. Status of Corporate Proposals 

As at the date of this report, there is no corporate proposal that has been announced but not completed.

20. Group Borrowings 

There was no borrowing at the date of this report other than the bank overdrafts to meet operational needs.  The bank overdrafts are unsecured.

21. Off Balance Sheet Financial Instruments 

No off balance sheet financial instruments was utilised at the date of this report.

22. Material Litigation 

(a)
As stated in Note 11(b), the previous Chief Executive Officer of the Company had filed a suit against the Company raising an alleged claim in defamation and seeking damages of an unspecified amount. The Company’s solicitors received the sealed copy of the amended writ and statement of claim on 12 October 2001 and filed its defence on 31 October 2001.

(b)
As stated in Note 11(c), the Honourable Minister of Human Resources has referred to the Industrial Court the representation of the previous Chief Executive Officer of the Company for dismissal from the Company.  The Company on 4 April 2002 filed an application in the High Court to quash this reference to the Industrial Court. On 3 May 2002, the Kuala Lumpur High Court granted to the Company:

(i)
to apply for an order to quash the decision of the Honourable Minister of Human Resources referring to the Industrial Court the representation of the previous Chief Executive Officer for dismissal from the Company; and

(ii)
to apply for an order to prohibit the Industrial Court from adjudicating on the said representation.

The Company's application for judicial review has been fixed for decision in the High Court on 29 January 2003.  In the interim, the High Court has granted a stay of the proceedings in the Industrial Court. 

Other than the above mentioned suits, there is no material litigation pending at the date of this report.

23. Earnings Per Share 

                3 months ended

    9 months ended



30.9.2002
30.9.2001
30.9.2002
30.9.2001

a) Basic earnings per share






Net profit for the period
(RM’000)
5,233
7,434
19,137
17,641

Weighted average number of ordinary shares in issue
(‘000)
201,622
201,568
201,609
201,562

Basic earnings per share
(Sen)
2.59
3.69
9.49
8.75








b) Diluted earnings per share






Weighted average number of ordinary shares in issue
(‘000)
201,622
201,568
201,609
201,562

Adjustment for share options 
(‘000)
(216)
(322)
(295)
(257)

Weighted average number of ordinary shares for diluted earnings per share
(‘000)
201,406
201,246
201,314
201,305








Diluted earnings per share
(Sen)
-
-
-
-

Diluted earnings per share for the period under review is stated as nil as the effect of the full conversion of outstanding share options would be anti-dilutive.

BY ORDER OF THE BOARD

Tang Mei Ying

Secretary

November 13, 2002
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