MAA HOLDINGS BERHAD

NOTES TO THE REPORT FOR THE FINANCIAL YEAR ENDED 31 DECEMBER 2005

1.
Basis Of Preparation

The accounting presentation adopted for the interim financial report are consistent with those adopted for the annual financial statements for the year ended 31 December 2004 except for the adoption of the full set of Financial Reporting Standards (“FRS”) adopted by the Malaysian Accounting Standard Board (“MASB”) which are effective from financial period beginning on or after 1 January 2006, including FRS 117 Leases, FRS 124 Related Party Disclosures and FRS 139 Financial Instruments: Recognition and Measurement, which are effective from the financial period beginning on or after 1 October 2006.
       The nature and effects of adoption of the full set of FRS for the financial year ended 31 December 2005 shall be disclosed in the Company’s annual financial statement.

2.
Preceding Year’s Audit Report

The preceding year’s annual financial statements were not qualified. 

3.
Seasonal Or Cyclical Factors

The Group’s business operations are not significantly affected by any seasonal or cyclical factors.

4.
Extraordinary Items

There were no extraordinary items for the current financial quarter and financial year under review.

5.
Change In Accounting Estimates 

There is no change in basis used for accounting estimates for the current financial quarter and financial year under review.

6. Debt And Equity Securities

On 22 August 2005, the Company made a principal repayment amounted to RM20 million for its third tranche of 6-year RM120 million structured serial bonds.

Other than as stated, there is no issuance, cancellation, replacement, resale and repayment of debt and equity securities during the current financial year under review.

7. Dividend Payment

On 28 July 2005, the Company paid a first and final tax exempt dividend of 15 sen per share, totaling RM22.8 million in respect of the financial year ended 31 December 2004.

8. Segmental Reporting

The Group operates in three main business segments: -

· Life insurance  - underwriting life insurance business, including investment-linked business

· General insurance – underwriting all classes of general insurance business

· Unit trust fund management – management of unit trust funds

Other operations of the Group mainly comprise investment holding, hire purchase, leasing and other credit activities, property management, security and consultancy services, none of which are of a significant size to be reported separately.

Intersegment sales comprise property management, fund management, security and consultancy services provided to the insurance business segments on an arms-length basis. 


Life insurance fund







Investment-linked fund
Non-investment-linked fund
General insurance fund
Unit trust fund management
Shareholdres’ fund and other operations
Eliminations
Group


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

12 months ended 31.12.2005








Operating Revenue








External revenue
154,458
1,508,023
480,232
701,994
37,701

2,882,408

Intersegment sales
-
2,822
143
-
16,083
(19,048)
-

Total operating revenue
154,458
1,510,845
480,375
701,994
53,784
(19,048)
2,882,408










Segment results
(20,913)
(26,297)
185
770
29,241
1,260
(15,754)

Transfer to Life reserve
-
68,738
-
-
-
-
68,738

Profit from operations
(20,913)
42,441
185
770
29,241
1,260
52,984










12 months ended 31.12.2004 (audited)








Operating Revenue








External revenue
92,269
1,424,163
430,599
253,469
47,056
-
2,247,556

Intersegment sales
-
2,145
65
-
12,892
(15,102)
-

Total operating revenue
92,269
1,426,308
430,664
253,469
59,948
(15,102)
2,247,556










Segment results
3,903
127,993
20,399
262
5,547
2,176
160,280

Transfer to Life reserve
-
(87,713)
-
-
-
-
(87,173)

Profit from operations
3,903
40,280
20,399
262
5,547
2,176
72,567










9. Carrying Amount Of Revalued Assets


This note is not applicable.

10.
Material Subsequent Events 

There were no material subsequent events from the end of the current financial quarter and financial year under review to the date of this interim report. 

11. Changes In Composition Of The Group

(a) On 25 July 2005, MAA Corporate Advisory Sdn Bhd, a wholly-owned subsidiary of MAA Corporation Sdn Bhd (“MAA Corp”) subscribed for fifty-one (51) ordinary shares of US$1.00 each in MAACA Labuan Ltd (“MAACA Labuan”) representing 51% of the issued and paid-up capital of MAACA Labuan, at par value for cash. 

The other 49% shareholder of MAACA Labuan is TYRG Labuan Rtd (“TYRG Labuan”) whose shareholders are David Rashid bin Ghazali and Tunku Ya’acob bin Tunku Abdullah.

MAACA Labuan was incorporated in the Federal Territory of Labuan on 25 July 2005 under the Offshore Companies Act 1990. Its principal activities are to provide offshore corporate advisory and consultancy services. 

(b) On 28 July 2005, MAA International Assurance Ltd (“MAAIA”), a wholly owned subsidiary of MAA Corp and its 49% owned company, Tuang Thai Co.,Ltd, a company incorporated in Thailand, had respectively subscribed for 25% and 35% shareholding in MAAKK Wealth Management Co.,Ltd. (“MAAKK”), a company incorporated in Thailand, at par value for a total cash purchase consideration of Thai Baht 48,000,000. With this, the Group’s effective interest in MAAKK is 42%.

The principal activities of MAAKK are the provision of financial planning and advisory services. 

(c)  On 6 October 2005, the Company together with Melewar Industrial Group Berhad, M3nergy Berhad (formerly known as Trenergy (Malaysia) Berhad), Mycron Steel Berhad and Malaysian Merchant Marine Berhad (collectively referred to as “the Subscribing Companies”) had agreed to subscribe for 100 ordinary shares of RM1.00 each in a shelf company by the name of Trilink Major Sdn Bhd (“TMSB”), of which 45 ordinary shares of RM1.00 each was subscribed by the Company.

TMSB was incorporated in Malaysia on 9 September 2005 under the Companies Act 1965, as a private limited company. TMSB subsequently changed its name to Maybach Logistics Sdn Bhd (“MLSB”) on 28 November 2005. 

The principal activity of MLSB is the provision of transportation and logistics. The rationale for the participation of the Company in MLSB is to synergise the operations of the Subscribing Companies as well as cost saving measures.

The Subscribing Companies subsequently on 9 December 2005 subscribed for 2,000,000 Redeemable Preference Shares (“RPS”) of RM0.10 each at an issue price of RM1.00 per RPS in MLSB, of which 900,000 RPS of RM1.00 each was subscribed by the Company.

The subscription monies for the eventual increase in paid-up share capital were from internally generated funds of the Company and the rationale for the Subscription is to enable MLSB to meet the working capital requirements for its logistics business.

(d)
On 21 December 2005, MAA Corp subscribed for five hundred fifty (550) ordinary shares of RM1.00 each in MAA Fire-X Sdn Bhd (“MAA Fire-X”), representing 55% of the  total paid-up capital of MAA Fire-X, at par value for cash. 


The principal activities of MAA Fire-X are to provide fire risk assessment and prevention services including design, build, maintenance, inspection, risk survey and training.


MAA Fire-X will complement the general insurance business of Malaysian Assurance Alliance Berhad, a wholly-owned subsidiary of the Company.


The effects of (a), (b), (c) and (d) above on the interim financial statements are as follows:



RM’000



Decrease in the Group’s net profit for the 12 months ended 31.12.2005
1,309



Increase in the Group’s net assets as at 31.12.2005
4,511



Cash outflow on acquisition
5,794


12.
Contingencies
(a) In the normal course of business, subsidiaries of the Company engaged in insurance and credit  facilities business, incurred certain liabilities in the form of performance bonds and guarantees on behalf of customers. No material losses are anticipated as a result of these transactions.


Details of the Group’s contingent liabilities are as follows:-


As at 31.12.2005

As at 31.12.2004


RM’000

RM’000

Performance bonds and guarantees
117,164

94,408

(b)  During the financial year, two clients of Meridian Asset Management Sdn Bhd (“MAMS”) had suffered a RM27.6 million loss of investment moneys arising from the negligence of Am Trustee Berhad (“AmTrustee”) in the provision of custodian services.  MAMS has instituted legal proceedings on behalf of the clients against AmTrustee and other parties to recover the losses. 

The directors of MAMS, supported by legal advice, are of the opinion that MAMS has a strong case against AmTrustee in the legal actions mentioned above. However, for prudence purposes, a provision amounting of RM19.6 million has been made in the financial statements for the year ended 31 December 2005. 
13. Capital Commitments

Capital commitments not provided for in the interim financial report as at 31 December 2005 are as follows: -



RM’000

Approved and contracted for 

101,636






  Analysed as follows: -

- property, plant and equipment

6,773

- investment properties

94,864

14.
Taxation






3 months ended
12 months ended


31.12.2005
31.12.2004


31.12.2005
31.12.2004

(audited)


RM’000
RM’000
RM’000
RM’000

Current tax
5,577
(11,593)
30,614
23,938

Deferred tax
(2,626)
31,925
(29,274)
(2,838)


2,951
20,332
1,340
21,100







For the current financial year under review, the effective tax rate is lower than the statutory tax rate due mainly to reversal of temporary difference arising from the recognition of proposed dividend income in year 2004 and other operating income in offshore subsidiaries which are capital in nature and not subject to income tax.

15.
Profit / Loss On Sale Of Unquoted Investments And/Or Properties

The profit from sale of unquoted investments and investment properties by the insurance subsidiaries for the current financial quarter and financial year amounted to RM13.1 million and RM22.3 million  respectively.

16. Quoted Securities

There were no purchases or disposals of quoted securities by the Group other than by the insurance subsidiaries, which are exempted from disclosure of this information. 

17.
Status Of Corporate Proposals

(a)
The Company announced on 29 September 2004 the corporate proposal on renounceable rights issue of up to 152,176,876 New Irredeemable Preference Shares of RM1.00 each (“IPS”) (“Rights IPS”) together with up to 152,176,876 free detachable Ordinary Shares of RM1.00 each (“Ordinary Shares”) (“Bonus Shares”) and up to 152,176,876 free detachable Warrants (“Warrants”) on the basis of one (1) Rights IPS with one (1) free detachable Bonus Share and one (1) free detachable Warrant for every one (1) existing Ordinary Share held in the Company at an entitlement date to be determined later (“Rights Issue of IPS”). The Rights Issue of IPS was approved by the shareholders of the Company at the Extraordinary General Meeting held on 22 February 2005.

On 27 May 2005 the Securities Commission (“SC”) approved the Company’s application to extend the completion of the Rights Issue of IPS from 3 June 2005 to 31 December 2005, given the prevailing uncertain sentiments in the Malaysian equity market.

On 14 December 2005, given the continuing uncertain sentiments in the Malaysian equity market, the Company applied to the SC for a further extension of time of six (6) months from 1 January 2006 to 30 June 2006 to complete the implementation of the Rights Issue of IPS.

The SC has approved the application for the further extension of time to complete the implementation of the Rights Issue of IPS on 23 December 2005. 

(b) On 21 February 2006, the Company announced the entering into a Joint Venture Agreement with Solidarity Company BSC (C) (“Solidarity”) (hereinafter referred to as “JV”).

The salient terms of the JV are as follows: 

a) The parties will form a joint venture company (“NEWCO”) to carry on Takaful business in Malaysia upon receipt of the approval from Bank Negara Malaysia (“BNM”).

b) NEWCO will have an authorised and paid-up share capital of RM150 million and RM100 million respectively or such other amount as may be agreed by the parties.

c) NEWCO will initially be capitalized in an amount of RM100 million divided into 100 million ordinary shares of RM1.00 each in accordance with the proportion of the shareholding set out below.

d) The equity interest of the Company and Solidarity in NEWCO will be in proportion of 75% and 25% respectively.

e) The paid-up capital of NEWCO will be increased to meet the capital requirement for Takaful operators as determined by BNM from time to time.

Solidarity is a company incorporated under the laws and regulations of the Kingdom of Bahrain and engaged in Takaful business. It was set up in direct response to the growing demand for Takaful products across the Middle Eastern region. Solidarity operates in full accordance with the guiding principles of Syariah and provides a full range of Family and General Takaful products.

With over US$100 million in capital assets, Solidarity is the largest insurance company (in term of paid-up capital) in the Kingdom of Bahrain and the largest capitalized Takaful company in the world.

The JV was carried out to exploit the benefits from the strategic alliance to be formed by the Company and Solidarity in NEWCO.


Other than as stated above, as at the date of this report, there is no other corporate proposal that has been announced but not completed as at 22 February 2006 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).

18.
Group Borrowings


The Group borrowings as at 31 December 2005 include short-term borrowings amounting to RM81.4 million and long-term borrowings amounting to RM60.0 million.  Both the short term and long term borrowings are unsecured. A breakdown of the borrowings into each denominating currency is as follows: 

Currency
Amount (million)

Ringgit Malaysia
104.2

US Dollar
9.8




19.
Off Balance Sheet Financial Instruments


There were no financial instruments with off-balance sheet risk as at 22 February 2006 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).



20.
Changes In Material Litigation


There were no material litigations as at 22 February 2006 (the latest practicable date which is not earlier than 7 days from the date of issue of this quarterly report).

21.
Comparison With The Preceding Quarter’s Results 


For the current financial quarter under review, the Group registered a profit before taxation of RM67.4 million, as compared to a profit before taxation of RM1.5 million in the preceding quarter. The profit was mainly due to surplus transferred from the Life Insurance Fund to the Shareholders’ Fund at the year-end and higher other operating income by non-insurance subsidiaries. 

22.
Review Of Performance

For the twelve (12) months ended 31 December 2005, the total operating revenue of the Group increased by 28.2% to RM2.9 billion (2004: RM2.2 billion). 

The Group registered a profit before taxation of RM42.3 million (2004: RM63.4 million) for the current financial year under review with the Life Insurance Division and General Insurance Division contributing a profit before taxation of RM28.5 million (2004: RM52.4 million) and RM7.6 million (2004: RM25.0 million) respectively.
The General Insurance Division registered an increase of 13.0% in terms of total gross premium to RM460.4 million (2004: RM407.4 million) for the current financial year under review. 

The Life Insurance Division’s gross premium income increased by 10.3% from RM1,289.6 million in 2004 to RM1,422.8 million. The Malaysian local Life Insurance Division recorded an increase of 11.8% in total new business premium for the 12 months ended 31 December 2005 compared to previous year. 

The Group registered a profit after taxation of RM41.0 million (2004: RM42.3 million) for the current financial year under review. The General Insurance Division’s underwriting contribution increased by 19.0% to RM94.7 million (2004: RM79.6 million) due mainly to improvement in claims ratio to 59.0% in year 2005 from 66.1% in the previous financial year. This was the result of the management’s objective of making underwriting profits based on controlled premium and stringent claim controls. However, the higher other operating income by non-insurance subsidiaries was offset by lower gain from disposal of investments and higher provision for diminution in value of quoted investments experienced by both the General and Life Insurance.
      
As at 31 December 2005, the Group’s total assets stood at RM6.5 billion, an increase of 4.8% over 2004 of RM6.2 billion. 

23.
Prospects

Barring unforeseen circumstances, the Group expects its results in the coming year to perform in tandem with the insurance industry and the Malaysian economy. 

24.
Profit Forecast


This note is not applicable.

25.
Dividends


The Board of Directors has recommended the payment of a first and final tax exempt dividend of 10% (2004: 15%) for the financial year ended 31 December 2005. The Proposed Rights IPS and the Bonus Shares to be issued pursuant to the Proposals in Note 17 shall not be entitled to participate in this final dividend which is declared prior to the allotment date of the Rights IPS and the Bonus Shares.  


The proposed final dividend is subject to approval of the shareholders at the forthcoming Annual General Meeting to be held on a date to be announced later.
26. Earnings Per Share



3 months ended
12 months ended



31.12.2005
31.12.2004
31.12.2005
31.12.2004

Basic earnings per share




(audited)

Net profit for the period/year  
(RM’000)
64,648
52,862
40,751
42,403

Weighted average number of ordinary Shares in issue                             
(‘000)
152,177
152,177
152,177
152,177

Basic Earning per share      
(sen)
42.48
34.74
26.78
27.86








By Order of the Board


Lily Yin Kam May

Yeo Took Keat

Company Secretaries



KUALA LUMPUR

DATE: 28 February 2006
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