ALLIANZ GENERAL INSURANCE MALAYSIA BERHAD (12428-W)

NOTES TO THE INTERIM FINANCIAL REPORT FOR QUARTER ENDED 
31 MARCH 2006
Notes 

1) Basis of Preparation


The interim financial report is unaudited and has been prepared in accordance with Financial Reporting Standard 134: Interim Financial Reporting, paragraph 9.22 of the Listing Requirements of Bursa Malaysia Securities Berhad 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 year ended 31 December 2005. These explanatory notes attached to the interim financial statements provide an explanation of events and transactions that are significant to 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 and methods of computation adopted are consistent with those adopted in the audited financial statements for the year ended 31 December 2005 except for the adoption of the following new/revised Financial Reporting Standards (“FRS”) effective for financial period beginning 1 January 2006:

FRS 3

Business Combinations


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 138
Intangible Assets


The adoption of FRS 5, 101, 108, 110, 116, 121, 127, 132 and 133 does not have significant financial impact on the Group. The principal effects of the changes in accounting policies resulting from the adoption of FRS 3: Business Combinations, FRS 136: Impairment of Assets and FRS 138: Intangible Assets are discussed below: 
The new FRS 3 has resulted in consequential amendments to two other accounting standards, FRS 136 and FRS 138.
The adoption of these new FRSs has resulted in the Group ceasing annual goodwill amortisation. Goodwill is carried at cost less accumulated impairment losses and is now tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired. Any impairment loss is recognised in income statement and subsequent reversal is not allowed. Prior to 1 January 2006, goodwill was amortised on a straight-line basis over its estimated useful life of not more than 20 years. This change in accounting policy has been accounted for prospectively for business combinations where the agreement date is on or after 1 January 2006. The transitional provisions of FRS 3, however, have required the Group to eliminate at 1 January 2006 the carrying amount of the accumulated amortisation of RM12,620,000 against the carrying amount of goodwill. The carrying amount of goodwill as at 1 January 2006 of RM4,990,000 ceased to be amortised. This has the effect of reducing the amortisation charges by RM176,000 in the current quarter. No impairment loss on goodwill has been recognised in the current quarter.
3) Properties, Plant and Equipment

The valuations of land and buildings have been brought forward, without amendment from the previous financial statements for the year ended 31 December 2005.
4) Qualification of Financial Statements

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

5) Items of an Unusual Nature 

The results of the Group were not substantially affected by any item, transaction or event of a material and unusual nature.  

6) Changes in Estimates 

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

7) Changes in Group Composition
For the financial period to date, there were no changes in the composition of the Group including business combination, acquisition or disposal of subsidiaries, long term investments, restructuring and discontinued operations.

8) Seasonal or Cyclical Factors
The Group principal business operations are not significantly affected by seasonal and cyclical factors. 

9) Segment Information

          The segmental reporting for the quarter ended 31 March 2006 was as follows:-

	
	
	
	
	
	Profit
	
	

	
	
	
	Operating
	
	Before
	
	Assets

	
	
	
	Revenue
	
	Taxation
	
	Employed

	
	
	      
	       RM’000 
	
	     RM’000
	
	    RM’000

	
	  Business Segments
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	General insurance business
	
	117,784
	
	10,692
	
	823,248

	
	Life insurance business
	
	108,654
33
	
	                -
	
	1,088,130

	
	Shareholders’ fund
	
	                     414                       

                  383,753
	
	  400
	
	60,274

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	 
	226,852
	
	11,092
	
	1,971,652

	
	Consolidation adjustments
	
	               -
	
	          -
	
	    (96,104)

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	226,852
	
	11,092
	
	1,875,548

	
	
	
	
	
	
	
	


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

10) Capital Commitments  



                31 March 2006




         RM’000

Property, plant and equipment:







Approved and contracted for



              
1,225


Approved but not contracted for



          12,630
11) Changes in Contingent Liabilities

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


As of 31 March 2006, the bank guarantee and other credit facilities of the Group have been utilised up to approximately RM63.5 million. The bank guarantees utilised are in respect of the Company’s performance bond and immigration bond business.
12) 
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 quarter ended 31 March 2006.

13)      Events Subsequent To Balance Sheet Date

Save for the corporate proposal as reported in Note 8 of the “Additional information required by the Bursa Malaysia Securities Berhad Listing Requirements”, there were no material events subsequent to the end of the financial period reported at the date of issuance of this report. 

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

	Name
	Nature
	Income
	Expense

	
	
	RM’000
	RM’000

	Allianz Aktiengesellschaft Group
	Reinsurance premium
	1,613
	27,538 *

	
	Consultancy and related expenses of Open Product Underwriting System project for Allianz Life
	    -
	  335


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

15)      Dividend Paid

No dividend was paid during the quarter ended 31 March 2006 (2005: Nil).
Additional information required by the Bursa Malaysia Securities Berhad (“Bursa Malaysia”) Listing Requirements

12) Review of Results

For the first quarter ended 31 March 2006, the Group recorded an operating revenue of RM226.9 million as compared to RM214.2 million same period last year, representing an increase of 6%. The increase was mainly attributable to the growth in gross premium in both the general and life insurance businesses coupled with higher investment income.
The Group’s profit before tax for the quarter was RM11.1 million as compared to a loss before tax of RM3.2 million for the same period last year. The increase was primarily due to the writing back of provision for diminution in value of quoted investments of RM30.0 million (2005: provision of RM13.0 million). However, the writeback was partly offset by the realised loss on disposal of quoted investments of RM27.1 million (2005: realised gain of RM1.3 million). 
The profit for the current period excludes any surplus to be transferred from the Life Fund to the Shareholders’ Fund. The surplus from the Life Fund will be determined at the financial year end after the statutory valuation of the Life Fund’s liabilities has been carried out by the actuary.
13) Comparison With Preceding Quarter’s Results

The profit before tax of the Group was RM11.1 million or 85% higher than that of the preceding quarter of RM6.0 million. The improvement was mainly due to the improved investments results.    

14) Prospects For 2006
With the enhancement of risk management strategies and various business initiatives, the Group is cautiously optimistic that it will achieve a satisfactory performance in 2006.  

15) Profit Forecast

There were no profit forecast or profit guarantee issued by the Group.
16) Taxation

	
	
	
	

	Taxation comprises :-


	
	

	
	Current Year Quarter
	
	Current Year          To Date

	
	31-03-2006
	
	31-03-2006

	Current year:
	
	
	

	 - Deferred tax
	   7,457
	
	  7,457

	
	   7,457
	
	  7,457

	
	
	
	



The Group has not provided for income tax for the current quarter ended 31 March 2006 due to the writeback of provision for diminution in value of quoted investments (the “Item”) which is not taxable. Nevertheless, the Group recognised deferred tax liabilities arising from the reversal of deductible temporary differences of the Item. As a result, the effective tax rate is higher than the statutory tax rate. 
17) Unquoted Investments and Properties 

During the current quarter, there were no sales of unquoted investments and properties except for the disposal of an investment property on 3 January 2006 at no profit or loss. 

18) Quoted Investments
The Group is exempted from disclosing the particulars of its purchases or disposal of quoted securities by the Bursa Malaysia Securities Berhad.
19) Status of Corporate Proposal Announced
Southern Investment Bank Berhad (“SIBB”), on behalf of the Company, had on 17 March 2006 announced that Bursa Malaysia Securities Berhad had granted a further extension of time of six (6) months from 31 March 2006 to 30 September 2006 for the Company to comply with the public shareholding spread requirement pursuant to paragraph 8.15(1) of the Listing Requirements of Bursa Malaysia Securities Berhad (“Public Shareholding Spread Requirement”) and that the Public Shareholding Spread Requirement is expected to be complied with via the Proposed Placement where, the largest shareholders of the Company, Allianz Aktiengesellschaft is proposing to place out approximately 24% of the issued and paid-up capital of the Company to public shareholders.

20) Borrowing and Debt Securities
There are no borrowing and debt securities as at 31 March 2006.
21) Off Balance Sheet Financial Instruments
During the financial period, the Group did not enter into any contracts involving off balance sheet financial instruments.

22) 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 ordinary shares in International Bank Malaysia Bhd. (formerly known as Hock Hua Bank (Sabah) Berhad) (“IBMB”), 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.


The Company filed an action 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.


The Company had on 29 September 2000 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 to MPBB (“Disposal”).

In view of the Disposal, LBSB agreed and a court order was obtained for the postponement of the Court Proceedings and amendment to the pleadings in respect of the Court Proceedings.


The Disposal was deemed completed on 9 January 2001 by a notice given by MPlant to the Company.


As a result of the completion of the Disposal, the Company is now 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 have been advised by the solicitors having conduct of the matter 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 arose 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 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 was 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 subsequently 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 was estimated to be approximately RM570,000 and the Company has since made a full provision for the said sum in its accounts in respect of the same.
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 premiums for the Relevant Risks (“Relevant Premiums”). It appears that a sum of RM2,704,306 (“Amount”) from the Relevant Premiums had been paid by a reinsurance broker into a suspected false account. 

The Company 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 Amount. As Minories failed to refund the Amount, the Solicitors filed on behalf of the Company a Writ of Summons against Minories in the High Court on 13 March 2002 claiming from Minories, inter-alia the refund of the Amount, interest at the rate of 8 per cent per annum on the Amount and costs.

The matter came up for Pre-Trial Case Management on 28 March 2005 when the Court was informed that Minories was in the process of finalising a voluntary winding-up action.  The matter is now fixed for final mention on 24 August 2006 for Minories to finalize their voluntary winding up action failing which the Court will fix a date for trial of the matter.
In view of the said voluntary winding-up action, the Directors of the Company have been advised by the Solicitors that whilst the Company has a good chance of success to obtain judgment against Minories, full recovery of the judgment sum is uncertain.

The Company has on the advice of its external auditors and on grounds of prudence made a provision of RM2,704,306 for any losses which may potentially arise from the foregoing dispute in respect of the Relevant Premiums.
A further sum of RM2,202,475 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 were issued to PBB on 20 February 2002 whereby the Solicitors demanded from PBB for the refund of the remainder of the Relevant Premiums. As PBB failed to refund the same Pacific, Anika and the Company decided to institute legal proceedings against PBB by filing the following Writs of Summons against PBB on 12 June 2002:

(a)
Writ of Summons (“Writ”) against PBB on behalf of Pacific and the Company in the High Court at Kuala Lumpur claiming, inter-alia, from PBB the refund of the sum of RM514,591, interest at the rate of 8 per cent per annum thereon and costs.

The Company and Pacific filed an application for summary judgment and PBB then 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 allowed with costs on 17 May 2004.  Consequent to PBB’s failure to obtain a stay of execution on the said judgment, on 14 July 2004, PBB paid the Company a sum of RM599,644 being the amount claimed together with interest thereon (“Judgment Sum”) and PBB’s application for further and better particulars was not proceeded with.  On 7 July 2005, the Court dismissed PBB’s appeal against the said summary judgment.

PBB’s application to strike out the Company’s claim was dismissed on 14 April 2003 but PBB appealed against the said decision which was also heard and dismissed on 7 July 2005.
Following settlement negotiations between the parties, it was agreed that PBB would not proceed to appeal further in this matter and the Judgment Sum which was paid earlier by PBB shall be treated as full and final settlement of the Company’s claim under the Writ.
(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 the refund of the sum of RM1,687,884 (“Claim Sum”), interest at the rate of 8 per cent per annum thereon and costs.

The Company and Anika filed an application for summary judgment and PBB then 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 and PBB’s appeal against the said Court’s decision was also dismissed on 10 November 2003.
The Company’s application for summary judgment was allowed on 7 March 2003.  However, PBB filed an appeal against the said decision which was heard and decided in favour of PBB on 10 November 2003. The Company then appealed to the Court of Appeal against the said decision but no date had been fixed for the hearing thereof.

Following settlement negotiations between the parties, it was agreed that PBB would pay the Claim Sum and the Company and Anika would withdraw their appeal to the Court of Appeal thereafter.

The Company has since been paid the Claim Sum and both the Company and Anika have withdrawn the appeal to the Court of Appeal.
12)
Dividend
The Directors do not recommend the payment of dividend for the quarter ended 31 March 2006 (2005 : Nil).
13)
Earnings Per Share
The earnings per share is calculated based on the attributable to equity holders of the parent divided by the weighted average number of shares.

	
	
	Current Year Quarter          
	Preceding Year     Corresponding Quarter           

31-12-2003
	Current Year        To Date
	Preceding   Year Corresponding Period

	
	
	31-03-2006
	31-03-2005
	31-03-2006
	31-03-2005

	
	
	
	
	
	

	
	Profit/(Loss) attributable to equity holders of the parent (RM’000)
	    3,635
	  (2,867)
	   3,635
	    (2,867)

	
	
	
	
	
	

	
	Weighted average number of shares (’000)
	153,765
	153,765
	153,765
	153,765

	
	
	
	
	
	

	
	
	
	
	
	

	
	Basic earnings/(loss) per share (sen)
	    2.36
	(1.86)
	2.36
	(1.86)

	
	Diluted earnings/(loss) per share (sen)
	    2.36
	     (1.86)
	     2.36
	    (1.86)


By Order of the Board

Ng Siew Gek 

Secretary

Kuala Lumpur

31 May 2006
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