MANULIFE INSURANCE (MALAYSIA) BERHAD

Interim financial statements for the quarter ended 30 September 2007

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 2006. 

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 2006. 

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 2006 except for the adoption of the following new/revised FRS effective for financial period beginning 1 January 2007:

FRS 117 
Leases
FRS 124 
Related Party Disclosures
Amendment to FRS 1192004 Employee Benefits – Actuarial Gains and Losses, Group Plans and Disclosures

The adoption of FRS 124 and FRS1192004 amendment does not have significant financial impact to the Group. 
With the adoption of FRS 117 from 1 January 2007, the leasehold interest in the land held for own use is accounted for as being held under an operating lease. Such leasehold land will no longer be revalued. Where the leasehold land had been previously revalued, the Company retained the unamortised revalued amount as the surrogate carrying amount of prepaid lease payments as allowed by FRS 117. Such prepaid lease payments are amortised on a straight line basis over the remaining lease term of the land.
Prior to 1 January 2007, leasehold land was classified as property, plant and equipment and was stated at valuation less accumulated depreciation. The leasehold interest in land held for own use was last revalued in 2002 (Shareholders’ Fund) and 2005 (Life Fund) by an independent firm of surveyors on an open market value basis.

The reclassification of leasehold land as prepaid lease payments has been accounted for retrospectively in accordance with FRS 117 by restating the balance sheet presentation as of 31 December 2006 as illustrated below. However, there is no impact to the retained earnings as at 31 December 2006.

	
	Previously stated
	
	Effect of changes in accounting policy
	
	Restated

	
	RM’000
	
	RM’000
	
	RM’000

	Life Fund
	
	
	
	
	

	Balance sheet as at 31 December 2006
	
	
	
	
	

	       Property, plant and equipment
	5,419
	
	(395)
	
	5,024

	       Prepaid lease payments
	-
	
	          395
	
	395

	
	
	
	
	
	


3. Status of audit qualification 

There was no audit qualification in the annual financial statements for the financial year ended 31 December 2006.

4. Seasonal/cyclical factors 

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

5. Unusual items 

There were no unusual items affecting assets, liabilities, equity, net income or cash flows for the current financial period ended 30 September 2007 except as disclosed in Note 2. 

6. Change in estimates 

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

7. Debt and equity securities 

There were no cancellation, repurchases, resale and repayment of debt and equity securities during the current financial period. 

8. Dividends 

A first and final dividend of 15 sen per share less income tax of 27% amounting to RM22.1 million in respect of the previous financial year was paid on 27 June 2007.
No dividend has been declared in respect of the current financial period ended 30 September 2007.

9. 
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. The valuations of self-occupied land and buildings are based on the valuation adopted by the Directors on 31 December 2002 and 2005 for  Shareholders’ Fund, and 31 December 2005 for Life fund.

10.  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 period to date.

11. 
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
	9 months ended

	
	30.09.2007
	
	30.09.2006
	
	30.09.2007
	
	30.09.2006

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

	Operating Revenue
	
	
	
	
	
	
	

	Gross premium
	
	
	
	
	
	
	

	Ordinary Life Participating
	46,899
	
	46,713
	
	129,938
	
	130,207

	Ordinary Life Non Participating
	22,287
	
	23,494
	
	66,493
	
	75,354

	Investment-Linked
	41,791 
	
	28,253
	
	102,401
	
	68,922

	Annuity Participating
	-
	
	-
	
	-
	
	-

	Life Insurance business
	110,977
	
	98,460
	
	298,832
	
	274,483

	General Insurance business
	-
	
	-
	
	-
	
	-

	Total gross premium
	110,977
	
	98,460
	
	298,832
	
	274,483

	
	
	
	
	
	
	
	

	Investment Income
	
	
	
	
	
	
	

	Ordinary Life Participating
	 21,977 
	
	19,241
	
	61,023
	
	53,779

	Ordinary Life Non Participating
	 5,658 
	
	5,899
	
	16,096
	
	17,319

	Investment-Linked
	 277 
	
	218
	
	797
	
	547

	Annuity Participating
	2,145
	
	2,218
	
	6,037
	
	5,873

	Life Insurance business
	30,057
	
	27,576
	
	83,953
	
	77,518

	General Insurance business
	16
	
	21
	
	49
	
	61

	Shareholders and others
	4,801
	
	4,407
	
	13,311
	
	12,616

	Total investment income
	34,874
	
	32,004
	
	97,313
	
	90,195

	
	
	
	
	
	
	
	

	Total operating revenue
	145,851
	
	130,464
	
	396,145
	
	364,678

	
	
	
	
	
	
	
	

	Profit before taxation
	
	
	
	
	
	
	

	Ordinary Life Participating
	2,947
	
	2,835
	
	7,556
	
	7,232

	Ordinary Life Non Participating
	11,411
	
	7,300
	
	41,489
	
	20,864

	Investment-Linked
	3,277
	
	834
	
	9,769
	
	4,800

	Annuity Participating
	24
	
	24
	
	98
	
	96

	Life Insurance business
	17,659
	
	10,993
	
	58,912
	
	32,992

	General Insurance business
	16
	
	380
	
	230
	
	452

	Shareholders and others
	5,002
	
	4,098
	
	27,293
	
	13,838

	Profit before taxation
	22,677
	
	15,471
	
	86,435
	
	47,282

	Taxation
	(6,085)
	
	(4,150)
	
	(21,838)
	
	(13,303)

	Net profit attributable to shareholders
	
16,592
	
	11,321
	
	
64,597
	
	
33,979


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

12.  Changes in composition of the Group

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

13.  Contingent liabilities 
As disclosed during the previous quarter ended 31 March 2007, the Company and 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”) have on 15 May 2007 mutually agreed to effect the discontinuance and termination of the civil actions and proceedings and related appeals pending by him against the Company.
       A provision was made by the Company in the financial year ended 31 December 2006 for all possible costs related to discontinuance and termination of the civil actions. The costs incurred for the above in the current period are not materially different from the provision made.

14.  Review of performance

The Group recorded operating revenue of RM396.1 million for the period ended 30 September 2007, an increase of 8.62% or RM31.5 million compared to the corresponding financial period ended 30 September 2006 of RM364.7 million. The increase was attributed to the rise in gross premium income of RM24.3 million, contributed mainly by investment-linked business.

The Group’s operating revenue for the current quarter ended 30 September 2007 of RM145.9 million was 11.8% higher compared to RM130.5 million for the preceding year’s corresponding quarter. The increase was also mainly due to the rise in gross premium income of RM12.5 million, contributed mainly by investment-linked business.

The Group’s profit before taxation was RM86.4 million for the current financial period, RM39.2 million higher compared to the corresponding financial period ended 30 September 2006 of RM47.3 million. The increase is attributable to higher realized capital gain in shareholders’ fund and ordinary life non-participating fund. The realized capital gain in ordinary life non-participating fund was subsequently transferred to shareholders’ fund. Correspondingly, the Group’s profit after taxation was RM30.6 million higher than the previous corresponding financial period. 

For the current quarter ended 30 September 2007, the profit before taxation for the Group amounted to RM22.7 million, RM7.2 million higher compared to RM15.5 million for the preceding year corresponding quarter. The increase is also attributable to higher realized capital gain in  ordinary life non-participating fund.
15. Material changes in the quarterly results compared to the results of preceding quarter 

The Group attained lower profit before tax of RM22.7 million for the current quarter under review compared to the immediate preceding quarter ended 30 June 2007 of RM38.2 million. The decrease of RM15.6 million was due mainly to lower realized capital gain in shareholders’ fund, and lower surplus transferred from ordinary life funds.
16. 
Current year prospects 

The Company will continue to invest in improving its human capital, technological capabilities, operation efficiency, product development initiatives and distribution channels to remain abreast of the changing insurance landscape. Along with prudent overall management of the business, we expect the Company’s performance to be in line with that of the industry. Barring any unforeseen circumstances, the Directors expect the Group’s performance to remain satisfactory for the financial year ending 31 December 2007.
17. 
Profit forecast 

The Group did not issue any profit forecast during the financial period to date.
18. Other operating income / (expenses) - net

Included in other operating income / (expenses) - net was realised gain / (loss) on disposal of investments during the financial period :
	
	                    3 months ended
	
	                              Cumulative

                    9  months ended

	
	
	30.09.2007
	
	30.09.2006
	
	30.09.2007
	
	30.09.2006

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

	Realised gain on disposal of 
investment:
	
	
	
	
	
	
	
	

	Ordinary Life Participating
	
	27,601
	
	2,136
	
	107,326
	
	(8,225)

	Ordinary Life Non Participating
	
	3,444
	
	655
	
	16,649
	
	281

	Investment-Linked
	
	-
	
	-
	
	120
	
	-

	Annuity Participating
	
	2,245
	
	13
	
	15,137
	
	(1,346)

	Life Insurance Business
	
	33,290
	
	2,804
	
	139,232
	
	(9,290)

	Shareholders and Others
	
	467
	
	130
	
	14,920
	
	(1,760)

	Total Realised Gain / (Loss)
	
	33,757
	
	2,934
	
	154,152
	
	(11,050)


19. Taxation 
	
	                      3 months ended
	
	                              Cumulative

                     9  months ended 

	
	
	30.09.2007
	
	30.09.2006
	
	30.09.2007
	
	30.09.2006

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

	In respect of current  period:
	
	
	
	
	
	
	
	

	-  Current tax
	
	6,174
	
	4,111
	
	23,174
	
	12,438

	-  Deferred tax
	
	3
	
	311
	
	295
	
	1,137

	
	
	6,177
	
	4,422
	
	23,469
	
	13,575

	In respect of prior periods : 
	
	
	
	
	
	
	
	

	Over provision in respect of prior periods
	
	
(92)
	
	
(272)
	
	
(1,631)
	
	
(272)

	
	
	6,085
	
	4,150
	
	21,838
	
	13,303

	
	
	
	
	
	
	
	
	

	Effective Tax Rate
	
	27.2%
	
	28.6%
	
	27.2%
	
	28.7%


The effective tax rates of the Group for the current quarter and current financial period were higher than the statutory tax rate of 27%, principally due to certain management expenses that are not deductible for tax purposes.
The effective tax rate of the Group for the corresponding quarter and the corresponding financial period were higher than the statutory tax rate of 28%, 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 2 investment properties from Life fund in the current quarter. This has given rise to a realized loss of RM471,893.
The Company has disposed 6 investment properties from Life fund in the current financial period. This has given rise to a realized loss of RM 552,817 in the Life Insurance Revenue Account for the current financial period.
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 30 September 2007.
24. 
Off balance sheet financial instruments 

There were no off balance sheet financial instruments as at the date of this report.
25. 
Material litigation 
As disclosed during the previous quarter ended 31 March 2007 and in Note 13, the Company and the previous Chief Executive Officer (collectively "the Parties") have mutually agreed to effect the discontinuance and termination of all civil actions and proceedings and related appeals currently pending by or against the Parties.

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

9 months ended

	
	
	30.09.2007
	
	30.09.2006
	
	30.09.2007
	
	30.09.2006

	
	
	
	
	
	
	
	
	

	Net profit attributable to shareholders
	(RM‘000)
	16,592
	
	11,321
	
	64,597
	
	33,979

	Weighted average number of ordinary shares in issue
	(‘000)
	202,370
	
	202,370
	
	202,370
	
	202,299

	Basic earnings per share
	(Sen)
	8.20
	
	5.59
	
	31.92
	
	16.80


(b) Diluted earnings per share 
There is no dilution in earnings per share as there were no dilutive potential ordinary shares as at 30 September 2007.

27. Life policyholders’ fund

The Life policyholders’ fund comprises the following:

	
	
	As at

30.09.2007
	
	As at

31.12.2006

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Actuarial liabilities
	
	1,605,081
	
	1,514,680

	Unallocated surplus
	
	367,990
	
	237,508

	Investment-Linked policyholders’ account
	
	195,611
	
	163,683

	Life policyholders’ fund
	
	2,168,682
	
	1,915,871


28. Cash and cash equivalents

The cash and cash equivalents comprise the following:

	
	
	As at

30.09.2007
	
	As at

31.12.2006

	
	
	RM’000
	
	RM’000

	
	
	
	
	

	Shareholders and others
	
	14,022
	
	6,350

	Non Investment-Linked business
	
	60,998
	
	20,624

	Investment-Linked business
	
	799
	
	861

	
	
	75,819
	
	27,835


BY ORDER OF THE BOARD

Chua Siew Chuan                  
Tan Ai Ning

Joint Secretary


Joint Secretary

20 November 2007
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