MANULIFE INSURANCE (MALAYSIA) BERHAD

Interim financial statements for the quarter ended 31 December 2006

Notes to the Interim Financial Statements 


1. Basis of preparation 

The interim financial statements is unaudited and has been prepared in accordance with Financial Reporting Standard (“FRS”) 134, “Interim Financial Reporting” and paragraph 9.22 and Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad, and should be read in conjunction with the Group’s audited financial statements for the financial year ended 31 December 2005. 

The explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to gain an understanding of the changes in the financial position and performance of the Group since the year ended 31 December 2005. 

2. Changes in Accounting Policies

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 FRS effective for financial period beginning 1 January 2006:

FRS 2
Share Based Payments

FRS 5 
Non-current Assets Held for Sale and Discontinued Operations

FRS 101 
Presentation of Financial Statements

FRS 108 
Accounting Policies, Changes in Estimates and Errors

FRS 110 
Events after the Balance Sheet Date

FRS 116 
Property, Plant and Equipment

FRS 121 
The Effects of Changes in Foreign Exchange Rates

FRS 127 
Consolidated and Separate Financial Statements

FRS 132 
Financial Instruments: Disclosure and Presentation

FRS 133 
Earnings Per Share

FRS 136 
Impairment of Assets

FRS 140 
Investment Property

The adoption of FRS 2, FRS 5, 101, 108, 110, 116, 127, 132 and 133 and 136 does not have significant impact to the financial results of the Group. The principal effects of the changes in accounting policies resulting from the adoption of the other new/revised FRSs are discussed below:

(a) FRS 121: The Effects of Changes in Foreign Exchange Rates

Items included in the financial statements of each of the Group’s entities are measured using the currency of the primary economic environment in which the entity operates (the “functional currency”). The consolidated financial statements are presented in Ringgit Malaysia, which is the Group’s functional and presentation currency.

Under the revised FRS 121, exchange differences arising on a monetary item that forms part of a reporting entity’s net investment in a foreign operation, where that monetary item is denominated in a currency other than the functional currency of either the reporting entity or the foreign operation, are to be recognised in profit or loss in the consolidated financial statements. Previously, such exchange differences were taken to equity. This change in accounting policy has been accounted for retrospectively and has resulted in the following: 

2.  
 Changes in Accounting Policies (cont’d)

(a) FRS 121: The Effects of Changes in Foreign Exchange Rates (cont’d)

	
	As at 
	
	As at

	
	1.1.2006 
	
	1.1.2005

	
	RM’000 
	
	RM’000

	
	
	
	

	Increase in retained earnings 
	2,983
	
	3,196

	Decrease in foreign exchange reserve 
	(2,983)
	
	(3,196)


	
	Cumulative

	3 months ended
	12 months ended

	
	31.12.2006
	
	31.12.2005
	
	31.12.2006
	
	31.12.2005

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

	
	
	
	
	
	
	
	

	Increase / (decrease) in net 

  profit for the period
	286
	
	167
	
	           504
	
	(213)


As disclosed in Note 3, certain comparatives have been restated due to this change in accounting policy.

(b) FRS 140: Investment Property

The adoption of this new FRS has resulted in a change in accounting policy for investment properties as follows: 

(i) 
Self-occupied properties in the Life fund are now classified as property, plant and equipment. Previously, self-occupied properties in the Life fund were classified as investment properties in accordance with paragraph 14(6)(i) of Insurance Regulations, 1996.  This change in accounting policy has been accounted for prospectively and has resulted in the following: 

	
	
	
	As at

	
	
	
	1.1.2006

	
	
	
	RM’000

	      Life Fund
	
	
	

	Decrease in investment properties
	
	
	(5,240)

	Increase in property, plant and equipment
	
	
	5,240


(ii) An investment property in the Shareholders’ fund is now classified as self-occupied properties following the adoption of FRS 140. This change has resulted in the following:

	
	
	
	As at

	
	
	
	1.1.2006

	
	
	
	RM’000

	      Shareholders’ Fund
	
	
	

	Decrease in investment properties
	
	
	(8,000)

	Increase in property, plant and equipment
	
	
	8,000


2.   Changes in Accounting Policies (cont’d)

 (b) FRS 140: Investment Property (cont’d)

(iii) Investment properties are now stated at fair value, representing open-market value determined by the Directors on a yearly basis. Gains or losses arising from changes in the fair values of investment properties are recognised in profit or loss in the period in which they arise. Prior to 1 January 2006, investment properties were stated at valuation. Revaluations were carried out at least once every three years and any revaluation increase was taken to equity as a revaluation surplus. The investment properties were last revalued in 2005. In accordance with the transitional provisions of FRS 140, this change in accounting policy is applied prospectively and the comparatives as at 31 December 2005 are not restated. Instead, the changes have been accounted for by restating the following opening balances in the balance sheet as at 1 January 2006:

	
	As at 

	
	1.1.2006 

	
	RM’000 

	      Shareholders’ fund
	

	Decrease in assets revaluation reserve
	(4,877)

	Increase in retained earnings
	4,877

	
	

	Life fund
	

	Decrease in assets revaluation reserve
	(209)

	Increase in policyholders’ fund
	209


(c) FRS 5: Non-Current Assets Held for Sale and Discontinued Operations

Following the adoption of this new FRS, non-current assets that are expected to be recovered primarily through sale rather than through continuing use are classified as held for sale. Non-current assets held for sale are stated at the lower of their carrying amount and fair value less costs to sell. This change in accounting policy is applied prospectively from 1 January 2006 and has resulted in the following:

	
	
	
	As at

	
	
	
	31.12.2006

	
	
	
	RM’000

	      Shareholders’ fund
	
	
	

	Decrease in property, plant and equipment
	
	
	(2,466)

	Increase in assets held for sale
	
	
	2,466


3. Comparatives

The following comparative amounts have been restated due to the adoption of new and revised FRSs:

	
	Previously stated
	
	<------------ Adjustments -------->
	
	

	
	
	
	FRS121
	
	FRS140
	
	Restated

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

	At 31 December 2005
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	General and Shareholders’ Fund
	
	
	
	
	
	
	

	Retained earnings
	220,115
	
	2,983
	
	-
	
	223,098

	Foreign exchange reserve
	8,173
	
	(2,983)
	
	-
	
	5,190

	
	
	
	
	
	
	
	

	3 months ended 31 December 2005
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Other operating expense
	(540)
	
	167
	
	-
	
	(373)

	Profit before taxation

	13,495
	
	167
	
	-
	
	13,662

	Net profit for the period
	9,670
	
	167
	
	-
	
	9,837

	
	
	
	
	
	
	
	

	12 months ended 31 December 2005
	
	
	
	
	

	
	
	
	
	
	
	
	

	Other operating income
	265
	
	(213)
	
	-
	
	52

	Profit before taxation

	56,649
	
	(213)
	
	-
	
	56,436

	Net profit for the period
	40,241
	
	(213)
	
	-
	
	40,028


4. Status of audit qualification 

There was no audit qualification in the annual financial statements for the financial year ended 31 December 2005.

5. Seasonal/cyclical factors 

The business operations of the Group are subject to the sales cycle of the insurance business. 

6. Unusual items 

There were no unusual items affecting assets, liabilities, equity, net income or cash flows for the current financial year ended 31 December 2006 except as disclosed in Note 2. 

7. Change in estimates 

There were no changes in the basis used for accounting estimates for the current financial year to date. 

8. Debt and equity securities 

During the financial year ended 31 December 2006, the Company allotted and issued 449,000 new ordinary shares of 50 sen each under the Executive Employees’ Share Option Scheme, “ESOS” at the exercise prices of between RM1.50 to RM2.23 per ordinary share. The ESOS expired on 24 August 2006. Shares issued under the ESOS rank pari passu in all respect with the existing ordinary shares of the Company. 

Other than the above, there are no cancellation, repurchases, resale and repayment of debt and equity securities for the current financial period. 

9. Dividends 

A final dividend of 14 sen per ordinary share less tax at 28% amounting to RM20,360,000 in respect of the previous financial year was paid on 27 June 2006.

No dividend has been declared during the financial period ended 31 December 2006 in respect of the current financial year.

10. Valuations of land and buildings and investment properties

The valuation of investment properties are based on the valuation adopted by the Directors on 31 December 2005 after approval by Bank Negara Malaysia. Except for investment properties reclassified to self-occupied land and buildings as disclosed in Note 2(b)(i), the valuations of self-occupied land and buildings are based on the valuation adopted by the Directors on 31 December 2002.

11.  Material events subsequent to the end of the period

There is no material event subsequent to the end of the period under review that has not been reported in the financial statements for the current financial year to date.

12. Segmental reporting 

The core business of the Group and Company is the life insurance business. The life insurance business is segmented into the traditional ordinary life business, investment-linked and annuity. The results of these various segments are set out as follows:

	
	Cumulative

	3 months ended
	12 months ended

	
	31.12.2006
	
	31.12.2005
	
	31.12.2006
	
	31.12.2005

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

	Operating Revenue
	
	
	
	
	
	
	

	Gross premium
	
	
	
	
	
	
	

	Ordinary Life Participating
	57,269
	
	57,604
	
	187,476
	
	188,127

	Ordinary Life Non Participating
	26,304
	
	32,268
	
	101,658
	
	106,911

	Investment-Linked
	103,425
	
	26,015
	
	172,347
	
	67,687

	Annuity Participating
	-
	
	-
	
	-
	
	-

	Life Insurance business
	186,998
	
	115,887
	
	461,481
	
	362,725

	General Insurance business
	-
	
	-
	
	-
	
	-

	Total gross premium
	186,998
	
	115,887
	
	461,481
	
	362,725

	
	
	
	
	
	
	
	

	Investment Income
	
	
	
	
	
	
	

	Ordinary Life Participating
	19,717
	
	17,485
	
	73,496
	
	63,723

	Ordinary Life Non Participating
	5,785
	
	5,877
	
	23,104
	
	22,649

	Investment-Linked
	248
	
	116
	
	795
	
	329

	Annuity Participating
	2,042
	
	2,179
	
	7,915
	
	8,268

	Life Insurance business
	27,792
	
	25,657
	
	105,310
	
	94,969

	General Insurance business
	19
	
	19
	
	80
	
	77

	Shareholders and others
	4,478
	
	4,365
	
	17,094
	
	16,494

	Total investment income
	32,289
	
	30,041
	
	122,484
	
	111,540

	
	
	
	
	
	
	
	

	Computer consultancy and programming service
	-
	
	-
	
	-
	
	25

	
	
	
	
	
	
	
	

	Total operating revenue
	219,287
	
	145,928
	
	583,965
	
	474,290

	
	
	
	
	
	
	
	

	Profit before taxation
	
	
	
	
	
	
	

	Ordinary Life Participating
	3,586
	
	3,516
	
	10,818
	
	10,217

	Ordinary Life Non Participating
	13,564
	
	6,180
	
	34,428
	
	28,052

	Investment-Linked
	         3,508
	
	(60)
	
	8,308
	
	3,876

	Annuity Participating
	34
	
	             32
	
	130
	
	128

	Life Insurance business
	20,692
	
	9,668
	
	53,684
	
	42,273

	General Insurance business
	240
	
	124
	
	692
	
	196

	Shareholders and others
	2,921
	
	3,870
	
	16,759
	
	13,967

	Profit before taxation
	23,853
	
	13,662
	
	71,135
	
	56,436

	Taxation
	(7,092)
	
	(3,825)
	
	(20,395)
	
	(16,408)

	Net profit attributable to shareholders
	16,761
	
	9,837
	
	50,740
	
	40,028


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

13.  Changes in composition of the Group

There is no change in the Group’s composition for the current financial year to date.

14.  Contingent liabilities 

(a) 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 (for the period from 15 August 1997 to 5 January 2001) (hereinafter referred to as “the previous Chief Executive Officer”) 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 filed an appeal to the High Court Judge and on 11 June 2003, the High Court Judge set aside the Orders of the Registrar and allowed with costs the Plaintiff’s appeal and directed the claim against both the Company and the 8 directors to proceed for full trial.  The Defendants had on 8 July 2003 filed an appeal to the Court of Appeal against the decision of the High Court and in respect of the trial proceedings in the High Court, applications to stay the proceedings pending the disposal of the appeals to the Court of Appeal were filed on 21 July 2003. On 19 August 2003, the previous Chief Executive Officer served on the Defendants' solicitors an Affidavit in Reply in opposition to the Defendants’ applications for stay of proceedings.  Subsequently, the Defendants' Affidavit in Reply was filed in the Court and served on the previous Chief Executive Officer's solicitors on 28 August 2003. 

The High Court had on 8 April 2004 declined to grant a stay of proceedings pending the appeal by the Defendants to the Court of Appeal on the application to strike out the claim. Parties are now waiting the fixing of a date for a hearing of the Defendants’ appeal to the Court of Appeal against the decision of the High Court Judge in refusing to strike out the claim against the Defendants’. Meanwhile, the High Court had on 31 March 2005 issued directions for trial. However, no trial dates have been fixed as yet. The matter is now fixed for mention on 20 April 2007. 

The Company’s solicitors are of the opinion that the Company has reasonably good prospects of having the lawsuit dismissed at trial based on the defence filed. In addition, 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.

14.  Contingent liabilities (cont’d)

 (b)  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 (“the Minister”) 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 without just cause or excuse 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 23 April 2003, the Kuala Lumpur High Court:

(i) allowed, with costs, the Company’s application to quash the decision of the Minister referring to the Industrial Court, the representation of the previous Chief Executive Officer for dismissal from the Company; and

(ii) granted an Order of Prohibition to restrain the Industrial Court from hearing the reference. 

On 29 April 2003, the solicitors of the previous Chief Executive Officer, had on his behalf, filed and served a Notice of Appeal against the decision of the High Court. The Minister had on 22 May 2003 also filed an appeal against the decision of the High Court. 

The Court of Appeal had on 12 May 2005, allowed, with costs, the appeals of both the Minister and the previous Chief Executive Officer of the Company and set aside the Order of the High Court of 23 April 2003. The Court of Appeal had also reinstated the Minister’s reference to refer to the Industrial Court the previous Chief Executive Officer of Company’s representations under Section 20 of the Industrial Relations Act, 1967.

The Company had on 3 June 2005 filed applications for leave to appeal to the Federal Court against the decision of the Court of Appeal in respect of both the appeals of the Minister and the previous Chief Executive Officer of the Company. Both the leave applications which were fixed for hearing in the Federal Court on 27 March 2006, have now been re-scheduled to be heard on another date by the Federal Court, but no date has been fixed as yet. The matter is fixed for mention on 8 May 2007 in the Industrial Court pending the hearing of the application for leave to appeal to the Federal Court.

The Company’s solicitors are of the opinion that there are reasonably good prospects that leave to appeal will be granted by the Federal Court based on the legal issues raised before the High Court and the Court of Appeal in the above proceedings. 
Parties are presently engaged in negotiation for an out of court settlement of both suits. As a result, a provision has been made by the Company as at 31 December 2006 for the possible settlement of the cases.

15.  Review of performance

The Group recorded operating revenue of RM584.0 million for the year ended 31 December 2006, an 23.1% or RM109.7 million increase compared to the corresponding financial year ended 31 December 2005 of RM474.3 million. The increase was attributed to the rise in gross premium income of RM98.8 million, contributed mainly by investment-linked business and higher investment returns of RM10.9 million.

15.  Review of performance (cont’d)

The Group’s operating revenue for the current quarter ended 31 December 2006 of RM219.3 million was 50.3% higher compared to RM145.9 million for the preceding year corresponding quarter. The increase is also due to the rise in gross premium income of RM71.1 million, contributed mainly by investment-linked business and higher investment returns of RM2.2million.

The Group’s profit before taxation was RM71.1 million for the current financial year, RM14.7 million higher compared to the corresponding financial year in 2005 of RM56.4 million. The increase is attributable to higher premium income from investment-linked businesses and investment income. Correspondingly, the Group’s profit after taxation was RM10.7 million higher than the previous corresponding financial year. 

For the current quarter ended 31 December 2006, the profit before taxation for the Group amounted to RM23.8 million, RM10.1 million higher compared to RM13.7 million for the preceding year corresponding quarter. The increase is attributable to higher surplus transferred from ordinary life non-participating and investment-linked businesses.

16. Material changes in the quarterly results compared to the results of preceding quarter 

The Group attained higher profit before tax of RM23.8 million for the current quarter under review compared to the immediate preceding quarter ended 30 September 2006 of RM15.5 million. The increase of RM8.3 million was due mainly to higher surplus transferred from ordinary life non-participating and investment-linked businesses.

17. Current year prospects 

The Company will continue to focus on the development of its distribution channels, the introduction of new products as well as the prudent management of expenses.  With the implementation of these initiatives and barring any unforeseen circumstances, the Directors expect the Group’s performance to remain satisfactory for the financial year ending 31 December 2007.

18. Profit forecast 

The Group did not issue any profit forecast during the financial year to date.
19. Taxation 

	
	                   3 months ended
	
	                            Cumulative

                   12  months ended 

	
	
	31.12.2006
	
	31.12.2005
	
	31.12.2006
	
	31.12.2005

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

	In respect of current  period:
	
	
	
	
	
	
	
	

	-  Current tax
	
	6,729
	
	3,896
	
	18,895
	
	16,518

	-  Deferred tax
	
	363
	
	(71)
	
	1,500
	
	(110)

	
	
	7,092
	
	3,825
	
	20,395
	
	16,408

	
	
	
	
	
	
	
	
	

	Effective Tax Rate
	
	29.7%
	
	28.0%
	
	28.7%
	
	29.1%


19. Taxation (cont’d)

The effective tax rates of the Group for the current quarter, current financial period and previous financial period were higher than the statutory tax rate principally due to certain management expenses that are not deductible for tax purposes.

20.
Profit / loss on sale of unquoted investments and / or properties

The Company has disposed six investment properties from Life fund in the current quarter. This has given rise to a realised profit of RM 25,933 in the Life Insurance Revenue Account. 

One investment property was also disposed from the Shareholders’ fund in the current quarter. This has given rise to a realised loss of RM6,328 in the Consolidated Income Statement.

21. Quoted securities  

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

22. Status of corporate proposals 

As at the date of this report, there are no corporate proposals that have been announced but not completed.

23. Group borrowings 

The Group does not have any borrowings as at 31 December 2006.

24. Off balance sheet financial instruments 

As at the date of this report, the Group has not entered into any off balance sheet financial instruments.

25. Material litigation 

(a)
As stated in Note 14(a), 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 14(a).

(b) As stated in Note 14(b), 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 is presently contesting. The current position is given in Note 14(b).

25. Material litigation (cont’d)

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

26. Earnings per share 

(a) Basic earnings per share

Basic earnings per share of the Group are calculated by dividing the net profit attributable to shareholders by the weighted average number of ordinary shares in issue.
	
	3 months ended
	
	Cumulative

12 months ended

	
	
	31.12.2006
	
	31.12.2005
	
	31.12.2006
	
	31.12.2005

	
	
	
	
	
	
	
	
	

	Net profit attributable to shareholders
	(RM‘000)
	16,761
	
	9,837
	
	50,740
	
	40,028

	Weighted average number of ordinary shares in issue
	(‘000)
	202,370
	
	201,921
	
	202,317
	
	201,918

	Basic earnings per share
	(Sen)
	8.28
	
	4.87
	
	25.08
	
	19.82


(b) Diluted earnings per share 
Following the expiry of the Company’s ESOS on 24 August 2006 as disclosed in Note 8, computation of diluted earnings per share is no longer applicable as the Company cease to have potential dilutive ordinary shares arising from share options granted to employees.

27. Life policyholders’ fund

The Life policyholders’ fund comprises the following:

	
	
	As at

31.12.2006
	
	As at

31.12.2005

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Actuarial liabilities
	
	1,514,811
	
	1,392,525

	Unallocated surplus
	
	237,376
	
	205,043

	Investment-Linked policyholders’ account
	
	163,683
	
	58,699

	Life policyholders’ fund
	
	1,915,870
	
	1,656,267


28. Cash and cash equivalents

The cash and cash equivalents comprise the following:

	
	
	As at

31.12.2006
	
	As at

31.12.2005

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Shareholders and others
	
	6,350
	
	1,403

	Non Investment-Linked business
	
	20,624
	
	6,242

	Investment-Linked business
	
	861
	
	307

	
	
	27,835
	
	7,952


BY ORDER OF THE BOARD

Chua Siew Chuan                  
Tan Ai Ning

Joint Secretary


Joint Secretary

28 February 2007
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