ALLIANZ GENERAL INSURANCE MALAYSIA BERHAD (12428-W)

NOTES TO THE INTERIM FINANCIAL REPORT FOR YEAR ENDED 31 DECEMBER 2003

Notes 

1) Basis of Preparation


The interim financial report is unaudited and has been prepared in compliance with MASB 26, Interim Financial Reporting and guidelines issued by Bank Negara Malaysia. 


The interim financial report should be read in conjunction with the audited financial statements of the Group for the period ended 31 December 2002. 


The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the financial statements for the period ended 31 December 2002 except for the adoption of MASB 25 Incomes Taxes. The adoption of the new standard resulted in changes in accounting policies which have been applied retrospectively. Comparative figures have been adjusted to reflect the change in this accounting policy. The effect of the change in accounting policies is disclosed in note 14 - changes in the accounting policies.
2) Properties, Plant and Equipment

The valuations of land and buildings have been brought forward, without amendment from the previous financial statements for the period ended 31 December 2002.
3) Qualification of Financial Statements

The audited report of the preceding annual financial statements was not subjected to any qualification.

4) Recovery /Provision of Doubtful Debts 

The Company has received an amount of RM7.8 million including interest from Lion Plaza Sdn Bhd in the form of Lion Industries Corporation Berhad shares issued at par being full and final settlement of an outstanding amount due in respect of deposits paid towards a proposed development of an office block. Accordingly, the allowance of RM5.5 million made for the doubtful debt was written back.

Notwithstanding the fact that the Company has been advised that it has a good chance of recovering RM2.2 million which is a subject matter of a suit against a local bank in respect of a fraud case, an additional provision of RM2.2 million was made in the current quarter in respect of the said case. Please refer note 11- changes in material litigation for further information. 
5) Changes in Estimates 

There were no changes in estimates of amounts, which may have a material effect in the current interim period.

6) Changes in Group Composition 

The Company had on 17 June 2003 disposed of its 53%-owned subsidiary, MBA Insurance Co Sdn Bhd (“MBA Brunei”), a company incorporated in Brunei, to GHK Holdings Sdn Bhd for a total cash consideration of B$1,908,000 (equivalent to RM4,163,256) based on the currency exchange of B$1.00:RM2.182) (“Disposal of MBA Brunei”). Save for the Disposal of MBA Brunei, there were no other changes to the composition of the Group during the financial year

Effect of Disposal
The effect of the Disposal of MBA Brunei on the Group is as follows:- 
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=======================================================
7) Seasonal or Cyclical Factors
The Group principal business operations are not significantly affected by seasonal and cyclical factors. 

8) Segment Information


The segmental reporting for the year ended 31 December 2003 was as follows:-

	
	
	
	
	
	Profit
	
	

	
	
	
	Operating
	
	Before
	
	Assets

	
	
	
	Revenue
	
	Taxation
	
	Employed

	
	
	      
	       RM’000 
	
	     RM’000
	
	    RM’000

	
	  Business Segments
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	General insurance business
	
	528,988
	
	       62,543
	
	   819,446

	
	Life insurance business
	
	335,431
	
	                -
	
	641,604

	
	Shareholder’s fund
	
	                  3,753
	
	53
	
	      93,824

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	 
	868,172
	
	       62,596
	
	1,554,874

	
	Consolidation adjustments
	
	               -
	
	(2,254)
	
	      (95,014)

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	868,172
	
	     60,342
	
	1,459,860


	
	
	
	
	
	
	
	


The Group operates predominantly in Malaysia, accordingly the financial information by geographical segments of the Group’s operations is not necessary to be presented. 

9) Capital Commitments  




31 December 2003





         RM’000

Property, plant and equipment:





Approved and contracted for



              4,084


Approved but not contracted for



            11,736



10) Changes in Contingent Liabilities

There were no contingent liabilities as at the date of this report. 


As of 31 December 2003, the bank guarantee and other credit facilities of the Group have been utilised up to about RM241.6 million. The bank guarantees utilised are in respect of Company’s performance bond and immigrations bond business.

11) 
Debt and Equity Securities 


There were no issuances and repayment of debts and equity securities, share buy-backs, share cancellations, shares held as treasury shares and resale of treasury shares for the financial year ended 31 December 2003.

12)      Events Subsequent To Balance Sheet Date
There were no material events subsequent to the end of the financial quarter reported at the date of issuance of this report. 

          13)        Related Party Transaction
              The significant transactions with related parties are as follows:-

	
	Name
	Nature
	Income
	Expenses

	
	
	
	RM’000
	RM’000

	a)
	Allianz Aktiengesellschaft Group
	Reinsurance arrangement with the Company for general classes of insurance, where the risk and premium are shared between the parties in accordance with reinsurance treaties entered into.
	491,742
	  136,030,210

	
	
	Reinsurance arrangement with Allianz Life Insurance Malaysia Berhad, a wholly-owned subsidiary of the Company, where the risk and premium are shared between the parties in accordance with reinsurance treaties entered into.


	
	6,112,335                                                                                                          

	
	
	Secondment staff to the Company for the performance of services
	
	661,866

	
	
	Secondment staff to Allianz Life for the performance of services
	
	600,000

	
	
	Consultancy and related expenses of  Open Product Underwriting System project for Allianz Life
	
	2,533,183



As the Group is in the insurance business, the figures do not include payments obligations to the above insured arising from claims duly made pursuant to any insurance policies issued.

14)
Changes in the accounting policies 


In the previous years, provision is made by using the liability method for taxation deferred in respect of all material timing differences between accounting income and taxable income. Timing differences that give rise to deferred tax benefits are not taken into account except where there is reasonable expectation of realisation.  Under MASB 25 Income taxes, deferred tax liability should be recognised for all taxable temporary differences, unless otherwise specified in the standard.  Deferred tax asset should be recognised for all deductible temporary differences to the extent that it is probable that taxable profit will be available against which the deductible temporary difference can be utilised except in cases specified in the said standard.

The changes in accounting policies have been applied retrospectively and comparatives have been restated. The effects of changes in accounting policies are as follows:-
	
	
	
	

	Effects on net profit for the year/period

	
	 

	
	12 Months 

Ended
	
	18 Months 
Ended 

	
	31-12-2003
	
	31-12-2002

	
	RM'000
	
	RM'000

	Net profit before change
  in accounting policies
	46,021 
	
	19,554 

	Effects of adopting MASB 25
	(3,976)
	
	1,345

	Net profit for the year/period
	   42,045 
	
	20,899

	 Comparatives amounts as at 31 December 2002 have been restated as follows:



	
	As Restated
	
	As Previously Stated

	
	RM’000
	
	RM’000

	Balance sheets
	
	
	

	 - Deferred tax assets
	3,976
	
	- 

	
	
	
	

	Income statements 
-  Taxation
	9,470 
	
	10,815 

	
	
	
	

	Statements of change in equity
	
	
	

	-  Reserve at 1 July 2001
	114,982 
	
	112,567 

	-  Reserve at 1 January 2003
	235,846 
	
	232,086 


14)      Changes in the accounting policies (continued)
No deferred tax has been recognised in a wholly-owned subsidiary as follows:-
	
	

	
	2003
	
	2002

	
	RM'000
	
	RM'000

	
	
	
	

	Unutilised tax loses
	13,359
	
	12,485

	
	
	
	

	
	
	
	


The unutilised tax losses do not expire under current tax legislation. Deferred tax assets have not been recognised in respect of this item because it is subject to the relevant regulatory approval.
Additional information required by the MESB’s Listing Requirements

11) Review of Results

The Group recorded an operating revenue of RM868.2 million for financial year ended 31 December 2003. The growth in the operating revenue of the non-life business especially in fire and miscellaneous class of business was contributed by better performance of broking and agency business. The growth in the life business was mainly from impressive sales of investment linked products.    

The profit before tax for the year was RM60.3 million compared to RM30.0 million for the eighteen months period ended 31 December 2002. Besides better underwriting profit from the non-life business, the increase in the profit was also due to better results from equity investments. 
The profit for the twelve months period ended 31 December 2003 included a transfer from Shareholder’s Fund of RM6.2million to Life Fund account after the statutory valuation of the Life Fund’s actuarial liabilities has been carried out by the actuary.    
The Company changed its financial year end from 30 June to 31 December. As the last financial period of the Group is for a period of eighteen months to 31 December 2002, the consolidated financial statements do not provide for any comparative corresponding quarter figures. 

12) Comparison With Preceding Quarter’s Results

The Group recorded a profit before taxation of RM16.6 million for the current quarter ended 31 December 2003 compared to a profit of RM7.7 million in the immediate preceding quarter. The better performance in the current quarter mainly came from improved underwriting results of non-life business.     
13) Current Year Prospects 

With the adoption of risk management strategies and various business initiatives, the Group is cautiously optimistic that it will achieve satisfactory performance in the current year.  
14) Profit Forecast

This note is not applicable to the Company.

15) Taxation

	
	
	
	
	
	

	Taxation comprises :-
	
	
	
	

	
	Current
	
	12 Months 
	
	18 Months

	
	Quarter Ended
	
	YTD
	
	YTD

	
	31-12-2003
	
	31-12-2003
	
	31-12-2002

	
	
	
	
	
	

	 - Taxation
	8,061 
	
	11,887 
	
	10,815 

	 - Deferred Tax
	4,524 
	
	6,499 
	
	           (1,345)

	
	12,585 
	
	18,386 
	
	9,470 

	
	
	
	
	
	



The effective tax rate of the Group for the current financial year is higher than the statutory tax rate mainly due to certain expenses were not deductible for tax purposes.  

16) Unquoted Investments and/or Properties 

Save as disclosed below, there was no sale of unquoted investments and/or properties for the current quarter and year to date. 

The Company disposed off its entire 53% shareholding in a subsidiary, MBA Brunei for RM4.2 million on 17 June 2003 and disposed off an investment property for RM1.1 million on 9 February 2003.
17) Quoted Investments
The Company is exempted from disclosing the particulars of its purchases or disposal of quoted securities by the Malaysia Securities Exchange Berhad (formerly known as Kuala Lumpur Stock Exchange) (“MSEB”).

18) Status of Corporate Proposal Announced
 On 9 July 2003, the Company announced to the MSEB that its major shareholder, Allianz Aktiengesellschaft (“Allianz AG”), had obtained in-principle approval from Bank Negara Malaysia to begin talks with RHB Capital Berhad for business opportunities in Malaysia, including merger possibilities involving the Company. The said approval was preliminary and that final regulatory approval would be needed for Allianz AG and RHB Capital Berhad to enter into any subsequent agreements. The Company has been informed that the talk between Allianz AG and RHB Capital Berhad is currently in progress.
MESB vide its letter dated 22 December 2003 had approved a further extension of time of six months until 30 June 2004 for the Company to comply with the public shareholding spread requirements.
The Board of Directors believes that the formulation of any steps to resolve the non-compliance with the public shareholding spread requirements will need to be considered in the context of conclusions reached following the talks with RHB Capital Berhad. A relevant announcement on step to be taken by the Company to resolve the public shareholding spread requirements will be made in due course.
The Company proposed to seek the shareholders’ approval to renew the Shareholders’ Mandate for recurrent related party transactions at the forthcoming Annual General Meeting of the Company to be convened.

19) Borrowing and Debt Securities
The Group’s secured short term overdraft is denominated in the following currency:- 
	
	
	
	
	
	
	

	
	
	
	Foreign 

Operating
	
	RM’000
	

	
	
	
	Currency
	
	
	

	
	
	
	
	
	
	

	
	
	
	‘000
	
	
	

	
	
	
	
	
	
	

	
	Singapore Dollar
	
	202
	
	441
	


The above subsidiary’s banking facility is secured by first legal mortgage on its leasehold property.

20) Off Balance Sheet Financial Instruments
During the financial period, the group did not enter into any contracts involving off balance sheet financial instruments.

21) Changes in material litigation
Save as disclosed below, the Group is not engaged in any material litigation, claims and/or arbitration (other than litigation, claims and/or arbitration arising from the ordinary course of insurance business), either as plaintiff or defendant as at the date of this Circular, which have a material effect on the financial position or the business of the Group and the Directors do not have any knowledge of any proceedings pending or threatened against the Group or of any facts likely to give rise to any proceedings which might materially and adversely affect the financial position or business of the Group:-

A)

Pursuant to the unconditional mandatory general offer ("MGO") undertaken by Langkah Bahagia Sdn. Bhd. ("LBSB") in 1997 for the remaining 9,862,440 ordinary shares of RM1.00 each in International Bank Malaysia Bhd. (formerly known as Hock Hua Bank (Sabah) Berhad) ("IBMB") not already owned by LBSB at a cash offer price of RM17.92 per share, LBSB had rejected the Company's acceptance of the MGO in respect of 3,000,000 shares in IBMB owned by the Company ("Said Shares") on the grounds that the Company  had failed to obtain prior written approval under Section 45 of the Banking and Financial Institutions Act, 1989 ("BAFIA") for the sale of the Said Shares ("BAFIA Approval"). 



The Company had been advised by its solicitors that it was under no legal obligation to obtain the BAFIA Approval and that there was a concluded contract ("Contract") between the Company and LBSB to acquire from the Company the Said Shares for a total cash consideration of RM53,760,000.



The Company filed an action (O.S.No. D2-24-377-1997) at the Kuala Lumpur High Court ("Court Proceedings") on 16 December 1997 in which it sought, inter-alia, declarations that the acceptance by the Company of the MGO was a valid and enforceable contract and that the purported rejection by LBSB of the Company's acceptance of the MGO was invalid and of no effect. 



On 29 September 2000, the Company announced that the Company had entered into a conditional sale and purchase agreement with Multi-Purpose Bank Berhad (“MPBB”) and Malaysian Plantations Berhad (“MPlant”) for the disposal of the Company’s entire equity interest in IBMB comprising 10,500,000 ordinary shares of RM1.00 each fully paid in IBMB  to MPBB for a consideration of RM28,014,724 (“Disposal”).



In view of the Disposal, LBSB has agreed and a court order has been obtained for the postponement of the Court Proceedings and for the Company to amend the pleadings in respect of the Court Proceedings to include a prayer for damages in addition to or in lieu of specific performance of the said Contract by LBSB, which was obtained on 23 October 2000 and 9 October 2000 respectively.



On 11 January 2001, the Company announced that the Disposal was deemed completed on 9 January 2001 by a notice given by MPlant to the Company. The 14,744,592 ordinary shares of RM1.00 each in MPlant issued to the Company in satisfaction of the consideration for the Disposal were listed on the Malaysia Securities Exchange Berhad on 10 January 2001.



As a result of the completion of the Disposal, the Company will now be claiming for damages against LBSB. Hearing of the part-heard Court Proceedings concluded on 9 January 2003 and the decision on liability in the case originally fixed to be delivered on 21 May 2003 is now adjourned to a further date to be notified by the Court.



The Directors of the Company are presently working closely with the solicitors engaged in relation to the matter and have been advised by the solicitors that it is premature to predict the probable outcome of the case.



In any event, the Company has no liabilities to third parties in relation to the legal proceedings against LBSB by the very nature of the claim made thereunder.

B)
A dispute has arisen between the Company and one of its reinsurers (“Reinsurer”) pertaining to a matter which came to light in November 2001 in relation to certain representations made by an ex-facultative underwriter (“Underwriter”) of the Reinsurer pertaining to certain risks (“Relevant Risks”) which the Company had sought to reinsure.


The Reinsurer has purported to repudiate the acceptance of certain portions of the Relevant Risks, claiming that certain representations of the Underwriter had been made without their authority.  A claim has been made in respect of one of the Relevant Risks, thereby exposing the Company to a liability in excess of its customary net retention. The Company has since entered into an agreement with the Reinsurer regarding the liability arising from the claim and following such agreement, the Company’s exposure to liability under the claim is estimated to be approximately RM570,000. The Company has since made a full provision of RM570,000 in its accounts arising from its exposure to liability under the claim.

Further the Company had, in accordance with its normal operational procedures and practices, made various payments through reinsurance brokers to the Reinsurer in respect of reinsurance premium for the Relevant Risks (“Relevant Premiums”). It appears that a sum of RM2,704,305.98 from the Relevant Premiums had been paid by a reinsurance broker into a suspected false account. 

The Company has, through its solicitors (“Solicitors”), issued a letter of demand to the reinsurance broker, i.e. Minories Insurance Brokers (L) Ltd (formerly known as FIF International (L) Ltd (“Minories”)) on 5 February 2002 for the refund of the sum of RM2,704,305.98 (“Amount”). As at 12 March 2002, Minories had failed to refund the Amount to the Company. Accordingly, the Company decided to immediately institute legal proceedings (“Legal Proceedings”) against Minories. On 13 March 2002, the Solicitors filed on behalf of the Company a Writ of Summons against Minories in the High Court claiming from Minories, inter-alia:

(a)
the refund of the Amount;

(b)
interest at the rate of 8 per cent per annum on the Amount from the date of the Summons to the date of full and final settlement; and

(c)
costs.

The Company had filed an application for summary judgment under Order 14 of the Rules of the High Court, 1980 which was heard and dismissed on 28 January 2003.  The Company filed an appeal against the said decision which was heard and dismissed on 11 September 2003.  The matter will now be set down for trial for which no dates have yet been fixed
The Company is presently working closely with the Solicitors and has been advised by the Solicitors that the Company has a good chance of success to obtain judgment against Minories.

Notwithstanding the aforesaid, the Company has on the advice of its external auditors and on grounds of prudence made an additional provision of RM2,704,305.98 for any losses which may potentially arise from the foregoing dispute in respect of the Relevant Premiums.

A further sum of RM2,202,474.61 constituting the remainder of the Relevant Premiums was negligently, wrongfully and without authority of the relevant reinsurance brokers namely, Anika Insurance Brokers Sdn Bhd (“Anika”) and Pacific World Global Limited (“Pacific”), credited by Public Bank Berhad (“PBB”) into the suspected false account contrary to the express instructions by the relevant reinsurance brokers as stated on the face of the relevant cheques.

Letters of demand had been issued to PBB by the Solicitors on 20 February 2002 whereby the Solicitors demanded from PBB for the refund of the remainder of the Relevant Premiums. As at 11 June 2002, PBB had failed to refund the remainder of the Relevant Premiums. Accordingly, on 12 June 2002, Pacific, Anika and the Company decided to institute legal proceedings against PBB by filing the following Writs of Summons against PBB: 

(a)
Writ of Summons against PBB on behalf of Pacific and the Company in the High Court at Kuala Lumpur claiming, inter-alia, from PBB:

(i)
the refund of the sum of RM514,590.97;

(ii)
interest at the rate of 8 per cent per annum on the sum of RM514,590.97 from the date of the Summons to the date of full and final settlement; and

(iii)
costs. 

The Company and Pacific had filed an application for summary judgment under Order 14 of the Rules of the High Court, 1980.  Thereon PBB filed an application to strike out the Company’s claim and another application to obtain further and better particulars. 

The said application for summary judgment was fixed for mention on 13 January 2004 but was adjourned to a new date yet to be fixed by the Court.  PBB’s application to strike out the Company’s claims was dismissed on 14 April 2003 but PBB filed an appeal against the said decision which was heard on 21 August 2003 was found to be defective.  The Judge instructed PBB to withdraw the appeal and file afresh. PBB  refilled the appeal which was to be heard on 5 January 2004 but was adjourned to a new date yet to be fixed by the Court. The status of PBB’s application for further and better particulars will depend on the outcome of the Company’s application for summary judgment.

The Company is presently working closely with the Solicitors and have been advised by the Solicitors that the Company has a good chance of success in obtaining judgment against PBB and recovering the judgment sum from PBB.

(b) Writ of Summons against PBB on behalf of Anika and the Company in the High Court at Kuala Lumpur claiming, inter-alia,  from PBB:

(i)
the refund of the sum of RM1,687,883.64;

(ii)
interest at the rate of 8 per cent per annum on the sum of RM1,687,883.64 from the date of the Summons to the date of full and final settlement; and

(iii)
costs.

The Company and Anika had filed an application for summary judgment under Order 14 of the Rules of the High Court, 1980.  Thereon, PBB had filed an application to strike out the Company’s claim and another application to obtain further and better particulars.

The application to strike out was dismissed by the Court on 4 November 2002.  However, PBB filed a Notice of Appeal against the Court’s decision which was heard and dismissed on 10 November 2003.
The Company’s application for summary judgment was allowed on 7 March 2003.  PBB filed an appeal against the said decision which was heard on 10 November 2003 and the Court decided in favour of PBB. The Company has since appealed against the said decision but no date has yet been fixed for the hearing thereof. 
The Company is presently working closely with the Solicitors and has been advised by the Solicitors that the Company has a good chance of success in the appeal against the decision in favour of PBB.
In any event, the Company has no liabilities to third parties in relation to the legal proceedings against PBB by the very nature of both the claims made thereunder.

22) Dividends Paid
The Directors do not recommend the payment of any dividend for the financial year ended 31 December 2003 ( 2002 : nil)

23) Earnings Per Share
The Earnings per share is calculated based on the consolidated net profit divided by the weighted average number of shares.
	
	
	Current Quarter Ended          31-12-2003
	12 Months YTD 

31-12-2003
	18 Months YTD 

31-12-2002

	
	
	
	
	

	
	Net profit for the year/period (RM’000)
	        4,137
	    42,045
	20,899

	
	
	
	
	

	
	Weighted average number of share (‘000)
	153,765
	   153,765
	 74,172

	
	
	
	
	

	
	
	
	
	

	
	Basic earnings per share (sen)
	2.69
	       27.34
	        28.18

	
	Diluted earnings per share (sen)
	2.69
	   27.34
	     28.18


By Order of the Board

Ng Siew Gek 

Liew Lai Ling

Secretaries

Kuala Lumpur

26 February 2004
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