MALAYAN BANKING BERHAD

(3813-K)

(Incorporated in Malaysia)

Part A - Explanatory Notes Pursuant to Financial Reporting Standard 134 (“FRS 134”) and Revised Guidelines on Financial Reporting for Licensed Institutions (BNM/GP8) Issue by Bank Negara Malaysia
A1.
Basis of Preparation
The unaudited condensed interim financial statements for the 1st quarter ended 30 September 2005 have been prepared in accordance with FRS134 (Interim Financial Reporting) (formerly known as MASB26) issued by the Malaysian Accounting Standard Board (“MASB”) and Chapter 9, part K of the Listing Requirements of the Bursa Malaysia Securities Berhad. The unaudited condensed interim financial statements should be read in conjunction with the audited annual financial statements of the Group and the Bank for the year ended 30 June 2005.

The accounting policies and methods of computation applied in the unaudited condensed interim financial statements are consistent with those adopted in the previous audited annual financial statements except for the adoption of the revised guidelines on Financial Reporting for Licensed Institutions (BNM/GP8) issued by Bank Negara Malaysia which became effective for the current financial year. The adoption of the revised BNM/GP8 has resulted in significant changes in the accounting policies of the Group and the Bank pertaining to the treatment of financial instruments. The treatment of securities and derivatives under the revised BNM/GP8 is generally consistent with FRS 139, which was issued by the MASB in August 2005, and which shall become effective from 1 January 2006. Under the transitional provisions of FRS 139, retrospective application is not permitted and the policies followed in prior year shall not be reversed. This basis of the transitional provisions of FRS 139 is used, and the prior year’s financial statements of the Group and the Bank are not restated. Accordingly, any adjustment for the previous carrying amounts shall be recognised as an adjustment of the balance of retained earnings or reserves at the beginning of the current financial year. The details of adjustments made to opening retained earnings or reserves in these unaudited condensed interim financial statements are disclosed in Note A29.

Bank Negara Malaysia has granted indulgence to Maybank from complying with the requirement on the impairment of loans under the revised BNM/GP8 for the financial year ending 30 June 2006. Therefore, the allowance for bad and doubtful debts and financing of the Group are computed based on the existing requirement of BNM/GP3, which is consistent with the adoption made in the previous audited annual financial statements.

A2.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the audited annual financial statements for the financial year ended 30 June 2005 was not qualified.

A3.
Seasonal or Cyclical Factors
The operations of the Group and the Bank were not materially affected by any seasonal or cyclical factors in the 1st quarter ended 30 September 2005.

A4.
Unusual Items Due to Their Nature, Size or Incidence
There were no unusual items affecting the assets, liabilities, equity, net income or cash flows of the Group and the Bank in the 1st quarter ended 30 September 2005.

A5.
Changes in Estimates

There were no material changes in estimates of amounts reported in prior financial year that have a material effect in the 1st quarter ended 30 September 2005 other than as disclosed in Note A30. 
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A6.
Changes in Debt and Equity Securities

Save as disclosed below, there were no issuances, cancellations, share buy-backs, resale of shares bought back and repayment of debt and equity securities by the Bank.

During the 1st quarter ended 30 September 2005, the issued and paid-up share capital of the Bank was increased from RM3,721,052,721 as at 30 June 2005 to RM3,732,395,521 as at 30 September 2005, from the issuance of  11,342,800 new ordinary shares of RM1.00 each to eligible persons who have exercised their options under the Maybank Group Employee Share Option Scheme (ESOS) at the following option prices:

Number of shares issued:


Option price per share

10,196,900













RM 9.23
  1,145,900













RM 9.87
A7.
Dividends Paid

No dividend was paid during the 1st quarter ended 30 September 2005.
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A22.

Carrying Amount of Revalued Assets

The Group’s and the Bank’s property and equipment are stated at cost less accumulated depreciation and accumulated impairment losses. There was no change in the valuation of property and equipment that were brought forward from the previous audited annual financial statements for the year ended 30 June 2005.

A23.

Subsequent Events

(a) Share Buy-back

On 8 October 2005, at an extraordinary general meeting of the Bank, the shareholders approved a resolution for the Bank to buy-back its own shares.

(b)
Transfer of Businesses of Aseamlease Berhad and Aseam Credit Sdn Bhd to Maybank

The businesses of Aseamlease Berhad and Aseam Credit Sdn Bhd were transferred to Maybank with effect from 2 November 2005.

(c)
Memorandum Of Understanding For The Proposed Disposal Of Mayban Unit Trust Berhad (MUTB)

On 27 October 2005, Maybank, Aseambankers Malaysia Berhad (“Aseambankers”) and Mayban Securities Sdn Bhd (“Mayban Securities”) had entered into a Memorandum of Understanding (MOU) with Amanah Saham Nasional Berhad (“ASNB”), a wholly owned subsidiary of Permodalan Nasional Berhad (“PNB”), for the sale of the entire issued and paid-up share capital of Mayban Unit Trust Berhad (“MUTB”).
PNB is a substantial shareholder of Maybank and as such the Proposed Disposal is deemed a related party transaction pursuant to Paragraph 10.08 of Bursa Malaysia Securities Berhad’s Listing Requirements. 

Based on the MOU, if Maybank, Aseambankers, Mayban Securities (collectively the “Vendors”) and ASNB decide to proceed with the Proposed Disposal, the consideration payable by ASNB will be mutually agreed between the Vendors and ASNB after the completion of an independent valuation and due diligence review.

In addition, both the Vendors and ASNB have to mutually agree to the terms and conditions of certain ancillary agreements to be entered into (which include, inter alia, the execution of a sale and purchase agreement for the Proposed Disposal).                                                                      

Should the Vendors and ASNB be unable to agree to and execute the abovementioned ancillary agreements within four (4) months from the date of this MOU or any such other date which the parties may mutually agree, then the MOU shall become null and void thereafter.

(d)
Issue of Islamic Subordinated Debts

The Bank has obtained approval from Bank Negara Malaysia, the Securities Commission and the shareholders to issue RM1.0 billion Islamic Subordinated Bonds to finance its Islamic financial activities. The issuance of these Islamic Bonds is expected to be completed within the month of November 2005.

These events subsequent to the balance sheet date do not require adjustments to these unaudited interim financial statements.
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A24.

Changes in the Composition of the Group
(a) Increase in Equity Interest in Aseambankers Malaysia Berhad (Aseambankers)
Maybank’s equity interest in Aseambankers increased from 79.69% to 94.69% following the acquisition of 7,517,400 ordinary shares of RM1.00 each from three minority shareholders for a total cash consideration of RM83.3 million.

(b) Disposal of Associated Company

During the period to 30 September 2005, Maybank disposed of its entire equity interest of 45%, representing 2,700,000 ordinary shares of RM1.00 each in Computer Recovery Centre Sdn Bhd for an amount of RM6,950,000. 
A25.

Commitments and Contingencies and Off-Balance Sheet Financial Instruments (continued)
Market Risk

Market risk is the potential change in value caused by movement in market rates or prices. The contractual amounts provide only a measure of involvement in these types of transactions and do not represent the amounts subject to market risk. Exposure to market risk may be reduced through offsetting on and off-balance sheet positions. As at 30 September 2005, the amount of contracts that were not hedged in the Group and the Bank and, hence, exposed to market risk was RM120.97 million (30 June 2004 : RM119.44 million).




Credit Risk

Credit risk arises from the possibility that a counter-party may be unable to meet the terms of a contract in which the Group and the Bank has a gain in a contract. As at 30 September 2005, the amount of credit risk in the Group and the Bank, measured in terms of the cost to replace the profitable contracts, was RM96.15 million (30 June 2004: RM67.84 million). This amount will increase or decrease over the life of the contracts, mainly as a function of maturity dates and market rates or prices.





Related Accounting Policies
Commencing 1 July 2005 (first day of the current financial year), derivative financial instruments are measured at fair value and are carried as assets when the fair value is positive and as liabilities when the fair value is negative. Any gain or loss arising from a change in the fair value of the derivatives is recognised in the income statements unless they are part of a hedging relationship that qualifies for hedge accounting where the gain or loss is recognised as follows:





Fair value hedge
Where a derivative financial instrument hedges the changes in fair value of a recognized asset or liability, any gain or loss on the hedging instrument is recognized in the income statement. The hedged item is also stated at fair value in respect of the risk being hedged, with any gain or loss being recognised in the income statement.

Cash flow hedge

Gains and losses on the hedging instrument, to the extent that the hedge is effective, are deferred in the separate component of equity. The ineffective part of any gain or loss is recognized in the income statement. The deferred gains and losses are then released to the income statement in the periods when the hedged items affect the income statement.
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A29.

Change in Accounting Policies and Transitional Adjustments
(a) Change in Accounting Policies
During the 1st quarter ended 30 September 2005, the Group and the Bank have adopted the revised BNM/GP8, which resulted in the following new accounting policies:

1)
The holding of the securities portfolio of the Group and the Bank are segregated based on the following categories and valuation methods:

i)
Securities held-for-trading

Securities are classified as held-for-trading if they are acquired principally for the purpose of benefiting from actual or expected short-term price movement or to lock in arbitrage profits. The securities held-for-trading will be stated at fair value and any gain or loss arising from a change in their values and derecognition of these securities are recognized in the income statements.

ii)
Securities held-to-maturity

Held-to-maturity securities are financial assets with fixed or determinable payments and fixed maturity that the Group and Bank have the positive intent and ability to hold to maturity. The held-to-maturity securities are measured at accreted/amortised cost based on effective yield method. Amortisation of premium, accretion of discount and impairment as well as gain or loss arising from derecognition of securities held-to-maturity are recognised in the income statement.

iii)
Securities available-for-sale

Available-for-sale securities are financial assets that are not classified as held-for-trading or held-to-maturity. The available-for-sale securities are measured at fair value, or at cost (less impairment losses, if applicable) if the fair value cannot be reliably measured. The return and cost of the securities available-for-sale are credited and charged to the income statement using accreted/amortised cost based on the effective yield method. Any gain or loss arising from a change in fair value after applying the accreted/amortised cost method are recognised directly in equity through the statement of changes in equity, until the financial asset is sold, collected, disposed of or impaired, at which time the cumulative gain or loss previously recognized in equity will be transferred to the income statements.

2)
Derivative financial instruments are measured at fair value and are carried as assets when the fair value is positive and as liabilities when the fair value is negative. Any gain or loss arising from a change in the fair value of the derivatives is recognised in the income statements unless they are part of a hedging relationship that qualifies for hedge accounting where the gain or loss is recognised as follows:

Fair value hedge

Where a derivative financial instrument hedges the changes in fair value of a recognized asset or liability, any gain or loss on the hedging instrument is recognized in the income statement. The hedged item is also stated at fair value in respect of the risk being hedged, with any gain or loss being recognised in the income statement.

Cash flow hedge

Gains and losses on the hedging instrument, to the extent that the hedge is effective, are deferred in the separate component of equity. The ineffective part of any gain or loss is recognized in the income statement. The deferred gains and losses are the released to the income statement in the periods when the hedged item affects the income statement.
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Part B – Explanatory Notes Pursuant to Appendix 9B of the Listing Requirements of Bursa Malaysia Securities Berhad
B1.
Performance Review
For the quarter ended 30th September 2005, the Group registered an increase of RM117.9 or 21.2% in profit after tax and minority interest over that of the corresponding period. The better performance was attributed to the increase in revenue generated, in particular that contributed by non interest income, whilst increase in allowance for loan loss was marginal.
B2.
Variation of Results Against Preceding Quarter
The Group registered a profit after tax and minority interest of RM672.9 million for the quarter just ended compared to RM567.3 million for the preceding quarter, an increase of RM105.6 or 18.6%. The better performance was attributed largely to the increase in non interest income and to a lesser extent, increased recoveries from loans that have been written off in prior periods.

B3.
Prospects
Following the various strategic initiatives and in view of the continuing expansion of the Malaysian economy the Group is confident of improving its performance in the current financial year.
B4.
Profit Forecast or Profit Guarantee
Neither the Group nor the Bank made any profit forecast or issued any profit guarantee.
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B6.


Sale of Unquoted Investments and Properties
The profits from the sale of unquoted investments of the Group and Bank amounted to RM1.45 million and RM1.31 million respectively. There were no sales of properties during the period.
B7.


Quoted Securities




Financial institutions are exempted from the disclosure requirements relating to quoted securities.

B8.


Status of Corporate Proposals Announced but Not Completed
(a) Tie-up With BinaFikir Sdn Bhd.
Negotiations for the tie-up with BinaFikir Sdn Bhd are still ongoing.

(b) Proposed Acquisition of Equity Interest in MNI Holdings Berhad
Mayban Fortis Holdings Berhad has entered into an agreement dated 29th August 2005 with Permodalan Nasional Berhad and Amanah Raya Nominees (Tempatan) Sdn Bhd (collectively known as the “Vendors”) to purchase 210,060,496 ordinary shares of RM 1.00 each, representing approximately 73.62% of the share capital of MNI Holdings Berhad from the Vendors for a consideration of RM 844,443,193.92.
At an Extraordinary General Meeting of Maybank held on 14 November 2005, the shareholders approved the resolutions for the acquisition and the Mandatory General Offer to be made in relation to the acquisition, in accordance with the provisions of the Malaysian Code on Take-overs and Mergers, 1998 and any other relevant laws and regulations.
B9.
Deposits and Placements of Financial Institutions and Debt Securities

Please refer to note A13 and A14.

B10.

Off-Balance Sheet Financial Instruments




Please refer to note A25.

B11.

Changes in Material Litigation
The Group and the Bank do not have any material litigation that would materially and adversely affect the financial position of the Group and the Bank.
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B12.

Interim Dividend
Recognising that the current composition of eligible capital is skewed more towards equity, and in line with the Group’s initiative to rebalance and optimise its capital composition for more efficient capital management, the Directors have declared an interim dividend of 50.0 sen per share less 28% tax for the 1st quarter ended 30 September 2005 (30 September 2004: nil).
Taking into consideration the payment of the proposed interim dividend, payment of the final dividend for the financial year ended 30 June 2005 of 60.0 sen per share less 28% tax, the proceeds arising from the RM1.0 billion Islamic Subordinated Debt issue, the additional equity from the exercise of ESOS and the proposed acquisition of MNI Holdings Berhad, the proforma capital adequacy ratio of the Bank would be 11.61%, vis-a-vis the regulatory requirement of 8.0%.
The interim dividend will be paid on 16 January 2006 to shareholders registered in the books of Maybank on 28 December 2005.

The Share Transfer Books and the Register of Members of the Company will be closed from 29 December 2005 to 30 December 2005 (both dates inclusive). Duly completed transfers received by the Share Registration, Corporate Services of Maybank, 14th Floor Menara Maybank, 100 Jalan Tun Perak, 50050 Kuala Lumpur by 5.00 p.m. on 28 December 2005 will be registered before entitlements to the dividend are determined.

A depositor shall qualify for entitlement to the dividend only in respect of: -

a) Shares transferred to the Depositors’ Securities accounts in respect of ordinary transfers before 4.00 p.m. on 28 December 2005;

b) Shares deposited into the Depositors’ Securities accounts before 12.30 p.m. on 26 December 2005 (in respect of shares exempted from mandatory deposit);

c) Shares bought on the Bursa Malaysia Securities Berhad on a cum entitlement basis according to the Rules of Bursa Malaysia Securities Berhad.
