JOHN HANCOCK LIFE INSURANCE (M) BERHAD

Interim report for the fourth financial quarter ended 31 December 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 applied from 1 January 2002

· MASB 23 “Impairment of Assets” 

· MASB 17 “General Insurance Business” 

· MASB 18 “Life Insurance Business”

(b) Retrospective application

Comparative figures have been adjusted or extended to conform to changes in presentation due to the requirements of the revised GPI 15 on ‘Model Insurance Company Accounts’ and the following MASB Standards that have been applied retrospectively:

· 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 year or shareholders’ equity as a result of the adoption of these standards in the interim financial report except for Revaluation of Land and Building and Investment Properties. 

In previous years, the surplus or deficit arising on revaluation of land and buildings and investment properties is determined on an aggregate basis. Surplus arising on revaluation is recorded as an income to the extent of the deficit previously recorded as an expense. Otherwise the surplus is recorded as a credit to the asset revaluation reserve. Deficit arising on revaluation is recognised as an expense except that, to the extent that such a deficit was previously recorded as a credit to the revaluation reserve.

Following the introduction of MASB17 and MASB 18, the Group has changed this accounting policy to determine the surplus or deficit arising on revaluation for each asset. This change in accounting policy has been accounted for prospectively in accordance with the allowed alternative treatment in MASB 3 ‘Net Profit or Loss for the Period, Fundamental Errors and Changes in Accounting Policies’. This new accounting policy has the effect of decreasing net profit for the year ended 31 December 2002 as follows:-

Restatement of the deficit on revaluation of certain properties previously offsetted against the surplus on revaluation of other properties on an aggregate basis

 RM’000

      2,831

On the valuation carried out on the properties in 2002

        219



  3,050

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 51,000 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.

The Directors would recommend the payment of dividend for the financial year ended 31 December 2002 at a later date.

8. Segmental Reporting 



3 months ended
12 months ended



31.12.2002
31.12.2001
31.12.2002
31.12.2001


RM’000
RM’000
RM’000
RM’000

Operating Revenue





Gross premium 





- Ordinary Life Participating
53,716
52,444
170,975
159,977

- Ordinary Life Non Participating
27,315
23,899
96,556
84,138

- Investment Linked
6,508
823
21,465
2,054

- Annuity Participating
-
(486)
(27)
96,408

Life Insurance business
87,539
76,680
288,969
342,577

General Insurance business
-
-
-
-

Total gross premium
87,539
76,680
288,969
342,577













Investment Income





- Ordinary Life Participating
10,999
9,845
42,531
36,898

- Ordinary Life Non Participating
5,304
5,414
20,818
21,706

- Investment Linked
6
3
16
9

- Annuity Participating
1,921
2,092
7,752
5,496

Life Insurance business
18,230
17,354
71,117
64,109

General Insurance business
41
38
220
362

Shareholders
3,723
3,876
14,520
14,628

Total investment income
21,994
21,268
85,857
79,099







Computer consultancy and programming service 
80
56
560
965







Total operating revenue
109,613
98,004
375,386
422,641

8. Segmental Reporting (Cont)



3 months ended
12 months ended



31.12.2002
31.12.2001
31.12.2002
31.12.2001

Profit Before Tax





- Ordinary Life Participating
3,050
2,532
8,700
7,924

- Ordinary Life Non Participating
5,528
7,912
16,490
17,864

- Investment Linked
(168)
(3)
(281)
53

- Annuity Participating
30
(54)
118
137

Life Insurance business
8,440
10,387
25,027
25,978

General Insurance business
432
697
1,272
1,327

Shareholders 
3,922
6,571
13,652
15,185

Total Profit before tax
12,794
17,655
39,951
42,490







Gross premium for investment linked for the year ended 31 December 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 Group has conducted a revaluation exercise on all its properties held as property, plant and equipment and investment properties in 2002. The valuation of these properties adopted by the directors for incorporation in the carrying amounts of property, plant and equipment and investment properties as at 31 December 2002 was based on an open market values of the properties on existing use basis carried out by professional valuers after the approval by Bank Negara Malaysia.

The valuation for 5 investment properties under the Life business has not been incorporated pending the approval by Bank Negara Malaysia. These properties are stated at valuation conducted in 1999. The incorporation of valuation of these 5 properties upon the approval by Bank Negara Malaysia is not expected to have a material impact on the carrying amount of the investment properties.

10. Changes in Composition of the Group

There was no change in the Group composition during the quarter under review except for the members’ voluntary liquidation of a wholly-owned subsidiary, John Hancock Nominees (Tempatan) Sdn Bhd effective 26 November 2002. The members’ voluntary liquidation is not expected to have any operational and financial impact to the Group.

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.

11.Contingent Liabilities (Cont)

(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. 

On 28 November 2002 the Senior Assistant Registrar allowed the applications to strike out the suit against the Company and the 8 directors. The previous Chief Executive Officer has filed an appeal to the High Court Judge, which is fixed for hearing on 12 March 2003.

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 or alternatively struck out based on the defence filed; 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 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 23 April 2003.  In the interim, the High Court has granted a stay of the proceedings in the Industrial Court. 
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.

12. Review of Performance

The Ordinary Life Insurance business premium grew by 10% to RM268 million from RM244 million in the corresponding preceding year. However, the deficits on revaluation of properties that were previously offsetted against the surplus on revaluation of other properties charged to the business following the application of MASB 18 as explained in Note 1(a) have led to a lower surplus transfer from the Life business revenue account.

12.Review of Performance (Cont)

The Investment Linked Insurance business recorded a significant increase in premium of about RM15 million after excluding the seed capital of RM5 million. This represents a 850% increase over the corresponding preceding year of RM2 million. The significant 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 year with the cessation of the Skim Annuity Konvensional KWSP in the year 2001. Accordingly, the surplus has remained low.

A lower gain from the equity portfolio and lower computer consultancy and programming service compared to the corresponding preceding year contributed to lower pre-tax profit in the Shareholders business.

The Group, attained a profit before tax for the financial year under review of RM40 million, about RM2 million or 5% lower than the corresponding preceding year. This is due to the lower surplus transfer from the Life business revenue account and the contribution from the Shareholders business. The profit after tax of the Group stood at RM29 million, 1% lower than the corresponding preceding year of RM30 million.

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

The Group achieved a higher operating revenue of RM110 million for the current quarter compared with the preceding quarter ended 30 September 2002 of RM89 million. This is due to higher premium and investment income recorded.

The Group also recorded a higher profit before tax of RM12.8 million compared with RM7.4 million in the preceding quarter, an increase of about RM5.4 million or 73%. The higher profit before tax is mainly due to a lower provision for diminution in value of quoted investments in the Shareholders business and a higher surplus transfer from Life business revenue account compared with the preceding quarter. 

14. Current Year Prospects 

The life insurance environment is expected to remain challenging. The Company will continue to introduce new products, maintain a concerted cost rationalisation focus and be prudent in the overall management of the business. Barring any unforeseen circumstances, the Directors expect the Group’s performance to remain satisfactory in the next financial year ending 31 December 2003.

15. Profit Forecast 

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

16. Taxation 


3 months ended 

12 months ended


31/12/2002

31/12/2001

31/12/2002

31/12/2001


RM'000

RM'000

RM'000

RM'000

In respect of current period:








-
Income Tax 
3,103

4,258

10,697

11,346

-
Deferred Tax
6

(235)

377

(100)


3,109

4,023

11,074

11,246

In respect of prior years:








· Income Tax
(373)

1,739

(319)

1,709


2,736

5,762

10,755

12,955

17. Unquoted Investments and/or properties 

The Group has a realised profit of RM133,785 from the sale of unquoted investment for the year ended 31 December 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. The current position is given in Note 11(b).

(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, which the Company has contested. The current position is given in Note 11(c).

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
12 months ended



31.12.2002
31.12.2001
31.12.2002
31.12.2001

a) Basic earnings per share






Net profit for the period
(RM’000)
10,058
11,893
29,196
29,535

Weighted average number of ordinary shares in issue
(‘000)
201,625
201,573
201,613
201,565

Basic earnings per share
(Sen)
4.99
5.90
14.48
14.65

23.Earnings Per Share (Cont)

b) Diluted earnings per share






Weighted average number of ordinary shares in issue
(‘000)
201,625
201,573
201,613
201,565

Adjustment for share options 
(‘000)
(572)
(558)
(359)
(317)

Weighted average number of ordinary shares for diluted earnings per share
(‘000)
201,053
201,015
201,254
201,248








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
26 February 2003
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