PACIFICMAS BERHAD (Company No. 5024-T)

(Incorporated in Malaysia)

UNAUDITED QUARTERLY FINANCIAL STATEMENTS FOR THE 

SECOND QUARTER ENDED 30 JUNE 2004


A.
EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT - MASB 26

A1
Accounting policies

The interim financial report has been prepared in accordance with MASB 26: Interim Financial Reporting and Chapter 9 part K of the Listing Requirements of Bursa Malaysia Securities Berhad.  The interim report should be read in conjunction with the Group’s audited financial statements for the year ended 31 December 2003.  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 financial year ended 31 December 2003. 
The accounting policies and methods of computation applied in the interim financial statements are consistent with those applied in the audited annual financial statements for the year ended 31 December 2003 save for a change in policy of premium recognition for interim reporting in respect of the Group’s insurance subsidiary to account for premiums by risk assumption dates at the end of every quarter pursuant to Bank Negara Guidelines for Submission of Returns.  Previously, adjustments were only made to account for premiums by risk assumption dates at the end of each financial year. This change in policy of premium recognition had the effect of marginally increasing the Group’s current financial year-to-date profit before taxation by RM105,360.
A2
Qualification of financial statements

The auditors’ report on the annual financial statements for the year ended 31 December 2003 did not contain any qualification.

A3
Seasonal or cyclical factors 

The principal business operations of the Group were not significantly affected by seasonal or cyclical factors.

A4
Items of unusual nature and amount

There were no items affecting the assets, liabilities, equity, net income, or cash flows of the Group that were unusual because of their nature, size or incidence.

A5
Changes in estimates of amounts reported in the prior interim period of the current financial year or in prior financial years

There were no significant changes in estimates of amounts reported in the prior interim period of the current financial year or in prior financial years that have had a material effect in the current quarter ended 30 June 2004.

A6
Issuances, cancellations, repurchases, resale and repayments of debt and equity securities 

The Company’s 90% owned subsidiary, PacificMas Asset Management Sdn Bhd (“PAM”), issued 1,000,000 redeemable unconvertible non-cumulative preference shares of RM0.01 each at a premium of RM0.99 per share which were fully paid up on 10 March 2004.  PAM’s preference shares were subscribed by the Company (900,000 preference shares) and Wiramaju Sdn Bhd (100,000 preference shares).  Wiramaju Sdn Bhd, a subsidiary of Koperasi Angkatan Tentera Malaysia Berhad, owns 10% of PAM’s ordinary shares.

Other than the issuance of preference shares by PAM, there were no issuances, cancellations, repurchases, resale and repayments of debt and equity securities in the current financial year-to-date. 

A7
Dividends paid

No interim dividend was paid during the current quarter and in the current financial year-to-date.  Please refer to Note B12 for the final dividend payable in respect of the financial year ended 31 December 2003.
A8
Segment revenue and results

The segment revenue and segment results for business segments for the current financial year-to-date are as follows:-

	

	
	PROFITS

	
	SEGMENT
	FROM

	
	REVENUE
	OPERATIONS

	
	RM'000
	RM'000

	Investment holding and 
	
	

	   management services
	10,185 
	6,469 

	Underwriting of general insurance
	54,151 
	8,095 

	Unit trust management and 
	
	

	   asset management
	31,712 
	6,761 

	Leasing and hire-purchase
	8,076 
	6,209 

	Property investment and management
	4,028 
	2,591 

	
	108,152 
	30,125 

	Inter-segment eliminations
	(2,694)
	28 

	
	105,458 
	30,153 


All activities of the Group’s operations are carried out in Malaysia.

A9
Valuation of property and equipment

The values of property and equipment have been brought forward without amendment from the latest audited annual financial statements except for the impact on net book values of the property and equipment for which depreciation has been provided in the current quarter and current financial year-to-date.  Any additions to the property and equipment are stated at cost less accumulated depreciation for the current quarter and current financial year-to-date.


A10
Material subsequent events

There were no material events subsequent to the end of the interim period that have not been reflected in the financial statements for the quarter.
A11
The effect of changes in the composition of the Group during the interim period, including business combinations, acquisition or disposal of subsidiaries and long-term investments, restructurings, and discontinuing operations

There were no changes in the composition of the Group during this current quarter.

A12
Changes in contingent liabilities and contingent assets
The change in contingent liabilities of the Group since the last annual balance sheet date on 31 December 2003 was the provision of a corporate guarantee of RM5 million in respect of banking facilities granted to its unit trust subsidiary.  
As at 30 June 2004, the Group had contingent liabilities amounting to RM63.5 million, comprising corporate guarantees issued by the Company in respect of banking facilities granted to subsidiaries. 

Other than the abovesaid contingent liabilities and those arising from insurance contracts underwritten by the insurance subsidiary in the ordinary course of its business, there were no contingent liabilities and contingent assets that have arisen since the previous financial year ended 31 December 2003. 

B.
ADDITIONAL INFORMATION AS REQUIRED BY THE LISTING REQUIREMENTS OF BURSA MALAYSIA SECURITIES BERHAD (PART A OF APPENDIX 9B)






                                         
B1
Review of performance

The Group recorded a profit before taxation of RM13.1 million for the current quarter, compared with RM15.4 million in the corresponding quarter of 2003.  The decrease was mainly attributable to the Group’s insurance subsidiary whose profit before taxation declined by RM3.4 million due largely to higher provision for diminution in value of investments and lower gains on disposal of investments.  The other companies in the Group performed satisfactorily particularly the Group’s unit trust subsidiary whose profit before taxation for the current quarter increased by RM1.4 million as a result of higher sales and increase in fund size under management.

Profit before taxation for the current financial year-to-date increased by RM4.5 million to RM28.2 million from RM23.7 million recorded in the previous year’s corresponding period.  The improvement in the Group’s year-to-date financial performance was attributable to higher contribution by the unit trust subsidiary and the generally good performance of the insurance subsidiary, leasing subsidiary and other group companies.  
B2
Material change in profit before taxation for the current quarter compared to the immediate preceding quarter
The Group’s profit before taxation decreased by RM2.0 million or 13.1% to RM13.1 million in the current quarter from RM15.1 million in the immediate preceding quarter.  The decrease in profit before taxation was attributable mainly to lower profit achieved by the Group’s unit trust and insurance subsidiaries in the current quarter compared with the immediate preceding quarter.  
B3
Prospects
The economic and business conditions in Malaysia are expected to remain favourable for the rest of 2004 in view of Malaysia’s strong economic fundamentals as well as its low and stable interest rate environment.   Barring any unforeseen circumstances, the Group is expected to achieve satisfactory results for the year 2004. 
B4
Variances from profit forecast and profit guarantee
Not applicable.
B5
Taxation

	Income tax expenses
	
	

	
	
	
	
	Cumulative

	
	
	
	Current
	Current

	
	
	
	Quarter
	Financial

	
	
	
	Ended
	Year-to-date

	
	
	
	30 June 2004
	30 June 2004

	
	
	
	RM'000
	RM'000

	
	
	

	Major components of tax expenses:-
	
	

	  Current year tax expense
	  3,131
	 7,426

	  Net deferred tax expense
	    354
	    529

	  Share of tax in an associated company
	      17
	      38

	  Underprovision in respect of prior year
	      10
	      10

	
	 3,512
	 8,003


The effective tax rate of the Group for the current quarter of 26.67% was lower than the 28% statutory tax rate due mainly to tax deductions allowed for gross unrealised loss of investments as well as write-back of provision for doubtful debts and dividends received which were not subject to tax.
However, the Group’s effective tax rate of 28.31% for the current financial year-to-date was higher than the 28% statutory tax rate due mainly to the amortisation of premiums in bonds which are not tax deductible.  
B6
Profits/(losses) on sale of unquoted investments and/or properties

There was no gain or loss from sale of unquoted investment and property in the current quarter and current financial year-to-date.

B7
Particulars of purchase or disposal of quoted securities
Other than the sale and purchase transactions carried out by the insurance, unit trust management and asset management subsidiaries in their ordinary course of business, total purchase and disposal of quoted securities and unit trust investments for the current quarter and current financial year-to-date were as follows:-

(a) Quoted Securities 

	
	
	Cumulative
	

	
	Current
	Current
	

	
	Quarter
	Financial
	

	
	Ended
	Year-to-date
	

	
	30 June 2004
	30 June 2004
	

	
	RM'000
	RM'000
	

	Purchase of securities
	        6,610
	        14,060
	

	Sale proceeds
	        3,139
	          5,555
	

	Net profit from disposal
	           352
	            663
	

	Investment in quoted securities as at 30 June 2004
	

	
	
	Carrying/
	    Market

	
	Cost
	Book Value
	    Value

	
	RM'000
	RM'000
	    RM'000

	Total quoted securities
	13,435
	13,339
	       13,381




    =====                =====
     =====

(b) Unit Trusts

	
	
	
	
	Cumulative
	

	
	
	
	Current
	Current
	

	
	
	
	Quarter
	Financial
	

	
	
	
	Ended
	Year-to-date
	

	
	
	
	30 June 2004
	30 June 2004
	

	
	
	
	RM'000
	RM'000
	

	
	
	
	
	
	

	Purchase/reinvestment 
	
	
	

	of dividends in unit trusts
	0
	     0
	

	
	
	
	
	
	

	Sale proceeds
	                 0
	                0
	

	
	
	
	
	
	

	Investment in unit trusts as at 30 June 2004
	

	
	
	
	
	Carrying/
	   Market

	
	
	
	Cost
	Book Value
	   Value

	
	
	
	RM'000
	RM'000
	   RM'000

	Total unit trusts*
	4,667
	         4,667
	        4,767




    =====
=====
     =====

* The unit trust funds are managed by a subsidiary company, Pacific Mutual Fund Bhd. 

B8(a)
Status of corporate proposals
The status of corporate proposals announced but not completed prior to the date of this report, are as follows:
(1)   Investment in Spring Hill Bioventures Sdn. Bhd.

Under the agreement signed with several parties in January 2003, PacificMas Fidelity Sdn Bhd (“PFSB”) undertook to invest up to RM19,000,005 representing 16.67% of equity interest in Spring Hill Bioventures Sdn. Bhd. (“SBV”), a venture capital company focusing in life-science and biotechnology companies.
In January 2004, PFSB subscribed to the 2nd tranche of 5,700,000 class B preference shares (RM5,700,000) which together with the 1st tranche of 7,600,000 class B preference shares (RM7,600,000) and 5 ordinary shares (RM5) subscribed in February 2003 brought  the total investment in SBV to date to RM13,300,005.

(2)
Proposed Restructuring of Equity and Insurance Business Operations


(a)
On 21 February 2003, PacificMas announced that it had received Bank Negara Malaysia’s approval for PacificMas to begin negotiations:

(i) with Koperasi Angkatan Tentera Malaysia Berhad (“KATM”) for the merger of the insurance business of The Pacific Insurance Berhad (“PIB”) with that of Malaysia & Nippon Insurans Berhad (“MNIB”), a wholly-owned subsidiary of KATM; and


(ii)
with GEL Capital (Malaysia) Berhad for the restructuring of the equity and insurance operations of Great Eastern Life Assurance (Malaysia) Berhad (“GELM”) and Overseas Assurance Corporation (Malaysia) Berhad (“OACM”), both wholly-owned subsidiaries of Great Eastern Holdings Limited (“GEH”), with GEH subsequently holding 51% interest in PacificMas. The general insurance business under OACM, PIB and MNIB will be merged and integrated.


(b)
On 5 May 2004, PacificMas announced that the negotiations between the Company and KATM had been concluded and that the Minister of Finance had approved the proposed acquisition of the entire issued and paid-up capital of MNIB and the exemption from Section 69(1) of the Insurance Act, 1996 for PacificMas to hold equity interest in 2 insurance companies namely PIB and MNIB until the completion of the merger of the general insurance businesses of PIB and MNIB.
(c) On 11 May 2004, PacificMas announced that the Company and KATM had executed the Conditional Share Sale Agreement for the proposed acquisition of 27,100,000 ordinary shares of RM1.00 each (“Shares”) representing 51.13% of the issued and paid-up share capital of MNIB from KATM at an indicative price of RM1.70 per Share for the total cash purchase consideration of RM46,070,000 (“Proposed Acquisition”). 



Upon completion of the Proposed Acquisition of 27,100,000 Shares, PacificMas will be obligated to acquire the remaining 25,900,000 Shares representing 48.87% of the issued and paid-up share capital of MNIB not already held by the Company for a cash purchase consideration of RM44,030,000 via a mandatory offer (“Proposed MO”) in accordance with the Malaysian Code on Take-Overs and Mergers, 1998.

(d)
The abovementioned Proposed Acquisition and Proposed MO were approved by the shareholders of the Company at its Extraordinary General Meeting on 29 June 2004.

(e) On 21 July 2004, PacificMas announced that the Securities Commission (“SC”) had vide its letter dated 20 July 2004, approved the utilisation of up to RM91,425,000 from the remaining proceeds from the disposal of PacificMas’ banking business for the acquisition of MNIB and also approved the acquisition of MNIB under the Foreign Investment Committee’s Guidelines for the Acquisition of Assets, Mergers and Take-Overs, 1974.
(f) On 12 August 2004, PacificMas announced that the SC vide its letter dated 11 August 2004, approved the waiver from certain provisions of the Malaysian Code on Take-Overs and Mergers, 1998 in relation to the Proposed MO.  On 17 August 2004, PacificMas obtained approval from the SC vide its letter dated 17 August 2004 for PacificMas to despatch a simplified mandatory offer document to KATM, the only vendor of the remaining Shares in MNIB. 
(g)
On 17 August 2004, PacificMas announced that Bank Negara Malaysia had approved the scheme of transfer of insurance business of MNIB to PIB vide its letter on the same day.

(h)
On 18 August 2004, PacificMas announced that the Share Sale Agreement in relation to the Proposed Acquisition has become unconditional and the purchase consideration for the Proposed Acquisition has been determined at RM45,528,000 (before taking into consideration the termination benefit sum) or RM1.68 per Share.  In relation thereto, the Company served a Notice of the Unconditional Mandatory Offer in relation to the Proposed MO on the Board of Directors of MNIB on the same day.

B8(b)
Status of utilisation of proceeds
The remaining proceeds from the disposal of the Company’s banking business in 2001 amounting to RM419.94 million as at 30 June 2004 is subject to the SC’s approval prior to utilization.                                           
                    

B9
Borrowings and debt securities
The Group’s outstanding borrowings as at 30 June 2004 were :-

RM’000

(a)
Bank overdrafts
1,837

Revolving credits
118,000


119,837
RM84.837 million of the above borrowings were secured by assignments of a subsidiary’s hire-purchase and lease receivables whilst RM35.0 million of the outstanding borrowings of the subsidiary were secured by corporate guarantees from the Company.

(b)
The Group did not have any long-term borrowings and debt securities as at 30 June 2004.  All borrowings were short-term in nature and denominated in Malaysian Ringgit.

B10
Off balance sheet financial instruments

During the current quarter, the Group’s leasing subsidiary had entered into an interest swap contract which is outstanding as at the date of this report, as follows:    








Notional amount







      
        RM’000       


 
 
Interest rate swap contracts





        
Within 1 year


         10,000                            
The purpose of entering into the interest rate swap contract is to hedge exposure to the risk of interest rate fluctuations. The interest rate swap contract entered into by the leasing subsidiary entitles it to receive interest at floating rates on the notional principal amount and pay interest at a fixed rate on the same amount to the counterparty. The differences between fixed rate and floating rate interest amounts calculated by reference to the agreed notional principal amount are to be settled at periodic intervals. 

The interest rate swap contract is subject to credit and market risk. 


Credit Risk

Credit risk arises from the possibility that the counterparty to the interest rate swap contract may be unable to meet the terms of a contract in which the Group’s leasing subsidiary has a gain position.   The associated credit risk is minimal as the contract was entered into with a creditworthy financial institution.   

Market Risk


Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices.  Exposure to market risk may be reduced through offsetting on and off balance sheet positions.  The market risk posed by the Group’s interest rate swap contract is not significant.

The accounting policy for the Group’s interest rate swap agreement is as follows:

Interest rate swap contracts are not recognised in the financial statements on inception.  Net differentials in interest receipts and payments arising from interest swap contracts are recognised as interest income or expense over the period of the contract.
B11
Changes in material litigation 

The Group’s insurance subsidiary, The Pacific Insurance Berhad (“PIB”), had been served with a Writ of Summons and Statement of Claim (Suit No. D3-22-944-2004) on 3 August 2004 by Malayan Banking Berhad (“Plaintiff”).  The Plaintiff’s claims relates to a claim settlement made under a fire insurance policy issued by PIB.
The details of the circumstances leading to the filing of the litigation against PIB are as follows:


“On 7 August 2002, part of the building belonging to an Insured was damaged by fire.  The Insured subsequently made a claim against PIB under a fire insurance policy issued by PIB.  The property insured under the policy was charged to Malayan Banking Berhad.

On 11 March 2003, PIB settled the claim at RM2,537,155 and payment was made to the Insured.

On 24 March 2004, PIB received a letter of demand from Malayan Banking Berhad, requesting PIB to pay the sum of RM2,537,155 to Malayan Banking Berhad pursuant to a Mortgagee/Charge clause of the policy.”
In the event the litigation is against PIB, the expected losses arising from the litigation are RM2,537,155 together with an 8% interest per annum from 1 April 2003 until the date of full payment plus cost and any other relief set by the High Court including legal cost to be incurred by PIB.  PIB has been advised by its solicitors that it is not liable to pay the claim by the Plaintiff.

A detailed announcement on this litigation had been made to Bursa Malaysia on 4 August 2004.  Other than the litigation case disclosed above, the Group is not engaged in any material litigation, claims (other than insurance claims in the course of ordinary insurance business) or arbitration.  
B12
Dividends


(a)
A final gross dividend of 15 sen per share on 170,993,500 paid-up ordinary shares of RM1 each less 28% taxation amounting to RM18,467,298 in respect of the financial year ended 31 December 2003 was paid on 15 July 2004 following the approval of the shareholders of the Company at its Annual General Meeting held on 29 June 2004. 

(b)
No interim dividend had been proposed or declared for the current financial year ending 31 December 2004.

B13
Earnings per share
Both the basic earnings per share and diluted earnings per share of the Group were the same at 11.40 sen per share for the period ended 30 June 2004 because there were no dilutive effects as at 30 June 2004.

The calculation of basic earnings per share is based on the Group’s consolidated profit after taxation and minority interests of RM9,320,000 for the current quarter (30 June 2003: RM10,851,000) and RM19,498,000 for  the current financial year-to-date (30 June 2003: RM16,720,000) as reported in the Condensed Consolidated Income Statement divided by 170,993,500 ordinary shares in issue during the period (2003: 170,993,500 ordinary shares).  There has been no change in the number of ordinary shares of the Company since 31 December 2003. 


BY ORDER OF THE BOARD
PHUAH LAY CHIN (MIA 5579)

COMPANY SECRETARY
19 August 2004
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