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 audited condensed financial statements for the 4th quarter and the financial year ended 30 June 2006 have been prepared in accordance with FRS134 (Interim Financial Reporting) (formerly known as MASB26) issued by the Malaysian Accounting Standards Board (“MASB”) and Chapter 9, part K of the Listing Requirements of the Bursa Malaysia Securities Berhad. The audited condensed 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 by the Group and the Bank are consistent with those adopted in the previous years except for the adoption of:

- 
The revised guidelines on Financial Reporting for Licensed Institutions (“BNM/GP8”) issued by Bank Negara Malaysia on 5 October 2004, which became effective for the current financial year; and

· Financial Reporting Standard 3 Business Combination (“FRS 3”) which is applicable for agreements dated on or after 1 January 2006. 

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 adoption of FRS 3 does not have any significant financial impact on the Group.

With effect from 1 July 2005, the Group and the Bank adopted the revised BNM/GP8, which resulted in the following new accounting policies, all of which have been adopted prospectively:

(a)
The recognition and measurement of the investment and dealing securities portfolio of the Group and the Bank as securities held for trading, securities held-to-maturity and securities available-for sale.

(b)
The recognition and measurement of derivative financial instruments and the adoption of hedge accounting. 

(c)
Where a loan, advance or financing account becomes non-performing, interest accrued and recognised as income prior to the date the loan is classified as non-performing is reversed out of income and set off against the accrued interest receivable account in the balance sheet. Thereafter, interest in the non-performing loan shall be recognised as income on a cash basis instead of being accrued and suspended at the same time as practised previously. 

The revised BNM/GP8 requires the prior year comparative figures to be restated to reflect the changes in accounting policies arising from the adoption of the revised BNM/GP8. However, the Group and the Bank have not restated the comparative figures due to the following:

(i)
It was considered not meaningful since the classification of securities in line with BNM/GP8 only commenced towards the end of the previous financial year. Accordingly, restatement of the securities would entail an arbitrary allocation of prior year’s dealing and investment securities into current year’s classification; and

(ii)
The non-restatement of comparative figures is in line with the transitional provisions of Financial Reporting Standard 139 Financial Instruments: Recognition and Measurement (“FRS 139”). Although FRS 139 is not yet effective, it disallows retrospective application and requires non-reversal of accounting policies followed in the prior year. 

In light of the above, the comparative figures of the Group and the Bank are not restated and any adjustments 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 the opening retained earnings, reserves and results for the current year are disclosed in Note A27. 
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A1.
Basis of Preparation (contd)
Bank Negara Malaysia has granted indulgence to the Bank from complying with the requirement on the impairment of loans and financing under the revised BNM/GP8 for the financial year ended 30 June 2006. Therefore, the allowance for bad and doubtful debts and financing of the Group and the Bank have been computed based on the existing requirement of BNM/GP3, which remains consistent with the basis adopted in previous years. 

The revised BNM/GP8 has also resulted in certain new disclosures (as disclosed in Note A9) and certain changes to the previous year's disclosures (as disclosed in Note A28). 

A2.
Auditors’ Report on Preceding Annual Financial Statements

The auditors’ report on the audited annual financial statements for the financial year ended 30 June 2006 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 4th quarter ended 30 June 2006.

A4.
Unusual Items Due to Their Nature, Size or Incidence
During the year ended 30 June 2006, there were no unusual items affecting the assets, liabilities, equity, net income or cash flows of the Group and the Bank, other than the inclusion of post-acquisition pre-tax profits of RM97.0 million of the MNI Holdings Berhad Group (“MNIH Group”), which was acquired during the year as disclosed in Note A22.

A5.
Changes in Estimates

During the year ended 30 June 2006, the Bank changed its estimate of the recoverable value of collaterals on long outstanding non-performing loans. This resulted in an additional RM435.7 million provision. 

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.

The changes in debt and equity securities during the year were as follows:

(i)
In September 2005, the US$250 million subordinated notes were redeemed in full upon maturity.

(ii)
In May 2006, the Bank exercised its call option to redeem the RM610 million subordinated bonds in full. 

(iii)
The issued and paid-up share capital of the Bank was increased from RM3,721,052,721 as at 30 June 2005 to RM3,796,947,321 as at 30 June 2006, from the issuance of  75,894,600 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

57,810,600













RM  9.23
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RM  9.87
  9,939,000













RM  9.92

       10,000













RM10.58
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A7.
Dividends Paid
The Bank paid the following dividends during the year:-

a) A final dividend of 25.0 sen per share less 28% income tax and a special dividend of 35.0 sen per share less 28% income tax for the financial year ended 30 June 2005, amounting to RM1,622,301,407 was paid on 23 November 2005.

b) An interim dividend of 50.0 sen per share less 28% income tax for the financial year ended 30 June 2006, amounting to RM1,361,264,371  was paid on 16 January 2006.
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A20.

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.

A21.

Subsequent Events

There were no material events subsequent to the balance sheet date.
A22.

Changes in the Composition of the Group
(a) Increase in Equity Interest in Aseambankers Malaysia Berhad (Aseambankers)

During the December 2005 quarter, the Bank completed the acquisition of an additional 7,517,400 ordinary shares of RM1.00 each in Aseambankers for a total cash consideration of RM83.3 million. As a result, the Bank’s equity interest in Aseambankers increased from 79.69% to 94.69%.

(b) Disposal of Associated Company

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.

(c) Acquisition of MNI Holdings Berhad (“MNIHB”)

During the year, the Group acquired 100.00% equity interest in MNI Holdings Berhad ("MNIH"), a company incorporated in Malaysia, for a total cash consideration of RM 1,147,017,455. The acquisition was completed in the following manner:
(i)
Acquisition of 73.62% of the share capital of MNIH

On 29 August 2005, a subsidiary of the Bank, Mayban Fortis Holdings Berhad (“MFHB”), entered into a Sale of Shares Agreement ("SSA") with Permodalan Nasional Berhad and Amanah Raya Nominees (Tempatan) Sdn Bhd – Skim Amanah Saham Bumiputera for the aggregate acquisition of 210,060,496 ordinary shares of RM 1.00 each, representing approximately 73.62% of the share capital of MNI Holdings Berhad (“MNIH”), for a cash consideration of RM4.02 per MNIH ordinary share totalling approximately RM844.4 million. The acquisition was completed on 13 December 2005.
(ii)
Mandatory General Offer ("MGO") and compulsory acquisition of remaining shares

Subsequent to the completion of the acquisition and pursuant to Practice Note 2.2 of the Code of Take-Overs and Mergers, 1998, MFHB made an unconditional Mandatory General Offer (“MGO”) for all the remaining ordinary shares of RM1.00 each in MNIH not already owned by MFHB at a cash offer price of RM4.02 per MNIH ordinary share. At the close of the MGO on 3 March 2006, MFHB collectively held approximately 98.84% of the issued and paid-up share capital of MNIH. As the level of acceptances received by MFHB exceeded nine-tenth (9/10) of the nominal value of the MNIH shares not already owned by MFHB before the MGO, MFHB invoked the provision of Section 34 of the Securities Commission Act, 1993 to compulsorily acquire the remaining 1.16% MNIH shares. 

The acquisition of additional 75,267,229 MNIH ordinary shares under the MGO and compulsory acquisition for a total cash consideration of approximately RM302.6 million was completed on 17 May 2006. As a result, MFHB's equity interest in MNIH increased to 100.00%.  
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A22.

Changes in the Composition of the Group (contd)
(c)
Acquisition of MNI Holdings Berhad (“MNIHB”) (contd)

(iii)
General Offer ("GO") 

Subsequent to the completion of the acquisition of MNIH by MFHB:

-
MNIH made a General Offer ("GO") for all the remaining ordinary shares of RM1.00 each in Malaysia National Insurance Berhad (“MNIB”) not already owned by MNIH at a cash offer price of RM6.83 per MNIB ordinary share ("MNIB GO"). MNIB is a 98.59% subsidiary of MNIH prior to the GO. The acquisition of the additional 2,151,399 MNIB ordinary shares under the MNIB GO for a cash consideration of RM19,878,927 was completed before the end of the financial year. As a result, MNIH's equity interest in MNIB increased to 100.00%.   

-
MNIB made a General Offer ("GO") for all the remaining ordinary shares of RM1.00 each in Takaful Nasional Sdn Berhad (“TNSB") not already owned by MNIB at a cash offer price of RM3.80 per TNSB ordinary share. TNSB is an 80.00% subsidiary of MNIB prior to the GO. The acquisition of the additional 20,000,000 TNSB ordinary shares under the TNSB GO for a cash consideration of RM76,000,000 was completed before the end of the financial year. As a result, MNIB's equity interest in TNSB increased to 100.00%.   
(d) Transfer of the business of Aseamlease Berhad and Aseam Credit Bhd to the Bank

The businesses of two wholly-owned subsidiaries of the Bank, Aseamlease Berhad and Aseam Credit Sdn Bhd, were transferred to the Bank with effect from 2 November 2005. 
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A23.

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 June 2006, the amount of contracts that was not hedged in the Group and the Bank and, hence, exposed to market risk was RM68.78 million (30 June 2005: 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 June 2006, the amount of credit risk in the Group and the Bank, measured in terms of the cost to replace the profitable contracts, was RM160.56 million (30 June 2005: RM68.74 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.
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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 4th quarter ended 30 June 2006, the Group registered an increase of 50.78% or RM288.1 million in profit after tax and minority interest over that of the corresponding period due mainly to higher net interest income, income from Islamic banking activities and non-interest income.
B2.
Variation of Results Against Preceding Quarter
The Group registered an increase in profit after tax and minority interest from RM552.9 million for the preceding quarter to RM855.4 million for the quarter just ended, due mainly to higher non-interest income and write backs of loan loss provisions.

B3.
Prospects
Financial services sector business will continue to be exciting as well as challenging. With rising cost of living the challenge to the industry will be the preservation of asset quality. The excitement will come from the accelerating trend of the payment business, increasing demand for wealth management products, higher volume of cross-border trade and investment flows as well as the needs for innovative financing packages for the current medium term development plan. With its superior logistic capabilities and the state of readiness of its business infrastructure, the Group will certainly be able to benefit from this emerging trend.

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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B8.


Status of Corporate Proposals Announced but Not Completed
(a) Cessation of Negotiations on Tie-up With BinaFikir Sdn Bhd.

During the financial year, both the Bank and BinaFikir Sdn Bhd have mutually agreed to cease negotiations on any tie up with the Bank’s merchant banking subsidiary, Aseambankers Malaysia Berhad (“Aseambankers”).

(b)
Disposal of Mayban Unit Trust Berhad ("MUTB")

On 27 May 2006, the Group entered into a Sale and Purchase Agreement (“SPA”) to sell its entire 100% stake in MUTB to Amanah Saham Nasional Berhad. A timeframe of six months was given for the completion of the conditions precedent, within which period the proceeds from sale of the shares will be received by the Group. 

(c)
Investment Bank Rationalisation Programme

On 28 June 2006, a subsidiary, Aseambankers Malaysia Berhad ("Aseambankers"), has obtained approval from the Ministry of Finance on its rationalisation plan, involving the merger of Aseambankers and two other subsidiaries i.e. Mayban Discount Berhad ("MDB") and Mayban Securities Sendirian Berhad ("MSSB") to form an investment bank. The merger integration will involve the purchase of 100% equity in another subsidiary of the Bank i.e. Mayban Securities (Holdings) Sendirian Berhad (the immediate holding company of MSSB) by Aseambankers, the sale of all assets and liabilities of MDB and MSSB to Aseambankers, and the sale of non-investment banking related loans by Aseambankers to the Bank.
A one year period from the date of approval has been granted for the complete implementation of the rationalisation scheme. The finalisation of the rationalisation plan is subject to approvals on requisite vesting orders from the High Court of Malaya and dealer's license from the Securities Commission.

(d)
Acquisition of Kewangan Bersatu Berhad ("KBB")

On 14 March 2006, the Bank entered into a Business Transfer Agreement with Bank Negara Malaysia ("BNM") for the transfer of net liabilities of KBB to the Bank, for which BNM will indemnify the Bank for an amount of RM513.4 million. The transfer is subject to the approval by the Ministry of Finance ("MoF") and application to the court for the vesting order.
(e)
Acquisition of American Express (“AMEX”)’s Trade Related Assets

On 3 March 2006, the Bank entered into an agreement with AMEX to acquire the trade related assets of AMEX for a consideration of USD22 million and a further amount to be paid based on AMEX’s net receivables from the card business as at 31 August 2006. The acquisition is expected to be completed within 18 months from the date of signing of the agreement subject to the stipulated conditions precedent.
(f)
Rights issue by Mayban Fortis Holdings Berhad ("MFHB")

During the financial year, the MFHB issued 65,603,540 new ordinary shares of RM1.00 each at an issue price of RM4.00 per share for cash and 730,000,000 new Redeemable Convertible Preference Shares ("RCPS") of RM0.01 each at an issue price of RM1.00 per share for cash. The share premium arising from the issues amounted to RM919,510,620. The share issues were made to fund the acquisition of MNIH and were offered to, and taken up in exact proportion by, the existing shareholders prior to the new issues. The new ordinary shares issued rank pari passu with the existing ordinary shares of the MFHB. 
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B9.
     Deposits and Placements of Financial Institutions and Debt Securities


Please refer to note A11 and A12.

B10.

Off-Balance Sheet Financial Instruments




Please refer to note A23.

B11.

Changes in Material Litigation
During the financial year, a subsidiary, Mayban Trustee Berhad (“MTB”) and eleven other defendants were served with a writ summon by ten bondholders for an amount of approximately RM157.8 million. MTB was alleged to have acted in breach of trust and negligence in its capacity as Trustee for the bonds issued. The legal suit is pending court hearing and the liability amount, if any, is subject to the court's decision.
The contingent liability is covered by an existing Banker Blanket Bond Policy between the Bank and a subsidiary, Mayban General Assurance Berhad (“MGAB”), which had entered into a facultative reinsurance contract for an insured sum of RM150 million with three other re-insurers.
No provision is made in the Group’s financial statements.

Other than that stated above, the Group and the Bank do not have any other material litigation that would materially and adversely affect the financial position of the Group and the Bank.

B12.

Proposed Final Dividend
The Directors have proposed a final dividend of 35.0 sen per share less 28% tax for the year ended 30 June 2006 (30 June 2005: final dividend of 25.0 sen per share less 28% taxation and special dividend of 35.0 sen per share less 28% taxation) for the shareholders’ approval.

If approved, the final dividend will be paid on 15 November 2006 to shareholders registered in the books of Maybank on 1 November 2006.

The Register of Members of the Company will be closed from 2 November 2006 to 3 November 2006 for the determination of shareholders’ entitlements to the final dividend.

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

a) Shares deposited into the Depositors’ Securities accounts before 12.30 p.m. on 30 October 2006 (in respect of shares exempted from mandatory deposit);

b) Shares transferred to the Depositors’ Securities accounts in respect of ordinary transfers before 4.00 p.m. on 1 November 2006.
c) Shares bought on the Bursa Malaysia Securities Berhad on a cum entitlement basis according to the Rules of Bursa Malaysia Securities Berhad.
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