PACIFICMAS BERHAD (Company No. 5024-T)

(Incorporated in Malaysia)

QUARTERLY FINANCIAL STATEMENTS FOR THE 

FOURTH QUARTER ENDED 31 DECEMBER 2005


A.
EXPLANATORY NOTES TO THE INTERIM FINANCIAL REPORT – FRS 134

A1
Accounting policies

The interim financial report has been prepared in accordance with Accounting Standard FRS 134: Interim Financial Reporting (formerly known as MASB 26) 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 2004.  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 2004. 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 2004. 
A2
Qualification of financial statements

The auditors’ report on the annual financial statements for the year ended 31 December 2004 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 periods of the current financial year or in prior financial years

There were no significant changes in estimates of amounts reported in the prior interim periods of the current financial year or in prior financial years that have had a material effect in the current quarter ended 31 December 2005.

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

Save as disclosed below, there were no other issuance, cancellation, repurchase, resale and repayment of debt and equity securities by the Group in the current quarter and in the financial year ended 31 December 2005. 

(a) 
The Group’s leasing subsidiary had drawn down RM10 million of    Commercial Papers under its Commercial Papers/Medium Term Notes Programme of up to 7 years in the current quarter bringing the total drawn down to RM50 million for the financial year ended 31 December 2005.  

(b) 
On 8 December 2005, the Group’s asset management subsidiary, PacificMas Asset Management Sdn. Bhd. increased its issued and paid-up share capital (ordinary shares and preference shares) from RM2,010,000 to RM2,510,010 by way of an issuance of 500,010 new ordinary shares of RM1.00 each to comply with the requirements of the Securities Commission of having a minimum shareholders’ fund of RM2 million.

A7
Dividends paid

No interim dividend was paid during the current quarter and in the financial year ended 31 December 2005.  

A first and final tax exempt dividend of 15 sen per share on 170,993,500 ordinary shares of RM1.00 each amounting to RM25,649,025 in respect of the financial year ended 31 December 2004 was paid on 15 July 2005. 

A8
Segment revenue and results

The segment revenue and segment results for business segments for the  financial year ended 31 December 2005 are as follows:-

	

	
	PROFIT

	
	SEGMENT
	FROM

	
	REVENUE
	OPERATIONS

	
	              RM'000
	RM'000

	Investment holding and 
	
	

	   management services
	40,231 
	32,451 

	Underwriting of general insurance
	119,762 
	13,417 

	Unit trust management and 
	
	

	   asset management
	41,148 
	8,510 

	Leasing and hire-purchase
	17,929 
	8,351 

	Property investment and management
	8,677 
	5,864 

	
	227,747 
	68,593 

	Inter-segment eliminations
	(25,791)
	(20,525) 

	Amortisation of goodwill
	0 
	(432)

	
	201,956 
	47,636 


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.  Any additions to the property and equipment are stated at cost less accumulated depreciation for the current quarter and financial year ended 31 December 2005.


A10
Material subsequent events

           The material event subsequent to the end of the current quarter that has not been reflected in the financial statements for the current quarter is as follows:

On 18 January 2006, the Group’s investment holding subsidiary, PacificMas Fidelity Sdn. Bhd. subscribed to the final tranche of 5,700,000 Class B preference shares of Spring Hill Bioventures Sdn Bhd (“SBV”) for RM5,700,000, bringing its total investment in SBV to RM19,000,005.  SBV is a venture capital company which promotes and invests in life sciences and biotechnology companies in and outside of Malaysia with the objective of achieving capital appreciation primarily through realising such investments.

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 the current quarter.

A12
Changes in contingent liabilities and contingent assets

The changes in contingent liabilities of the Company since the last annual balance sheet date on 31 December 2004 were as follows:

	Movement in Contingent Liabilities
	

	
	RM'million

	
	

	As at 31 December 2004
	73.5 

	
	

	Provision of additional corporate guarantees of
	

	RM106 million in respect of banking facilities
	

	of the same amount granted by Malayan
	

	Banking Berhad to the leasing subsidiary
	106.0 

	
	

	Cancellation of corporate guarantee of RM5.5 million in respect of banking facilities granted by EON Bank Berhad to the leasing subsidiary
	           (5.5)

	
	

	As at 31 December 2005
	174.0 


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 for the Group since the previous financial year ended 31 December 2004. 

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’s profit before taxation for the current quarter declined by 9.4% to RM14.47 million from RM15.96 million recorded in the corresponding quarter of 2004 while the Group’s profit before taxation for the financial year ended 31 December 2005 of RM47.98 million was 14.8% lower than PBT of RM56.32 million recorded in the previous financial year.

The Group’s performance for the current quarter and the financial year ended 31 December 2005 was affected by the weak equity market which resulted in lower unit trust sales for the unit trust management subsidiary and negative returns for the Group’s equity investments held by the insurance and investments holding subsidiaries.

B2
Material change in profit before taxation for the current quarter compared to the immediate preceding quarter
The Group’s profit before taxation increased by 11.6% to RM14.47 million in the current quarter from RM12.97 million in the immediate preceding quarter.  This improvement in performance was mainly due to higher profit contribution from the Group’s investment holding and insurance subsidiaries.  An investment holding subsidiary wrote back RM1.42 million of provision for diminution in value of an unquoted investment in Spring Hill Bioventures Sdn. Bhd. in the current quarter.  
B3
Prospects

Barring any unforeseen circumstances, the Group is expected to achieve satisfactory results for the year 2006 on expectations of sustained economic growth. 
B4
Variances from profit forecast and profit guarantee
There were no profit forecast and profit guarantee issued by the Group.

B5
Taxation

	Major components of tax expense
	
	

	 
	
	
	
	 
	 Current
	Financial

	 
	
	
	
	 
	  Quarter
	 Year

	 
	
	
	
	 
	 Ended
	 Ended

	 
	
	
	
	 
	31 Dec 2005
	31 Dec 2005

	 
	
	
	
	 
	  RM'000
	  RM'000

	Income tax:
	
	

	 
	Malaysian income tax
	3,114
	12,219

	
	Underprovision in respect of prior years 
	140
	8

	 
	Real property gains tax
	6
	6

	
	3,260
	12,233

	Deferred tax relating to origination and 
	 
	 

	 
	reversal of temporary differences
	576
	1,176

	Share of taxation of associated company
	33
	88 

	Tax expense 
	 
	3,869
	13,497 

	 
	
	
	
	 
	 
	 

	Reconciliation of tax expense with 
	 
	 

	profit before taxation:
	 
	 

	 
	
	
	
	 
	 
	 

	Profit before taxation
	 
	14,468
	47,980 

	 
	
	
	
	 
	 
	 

	Taxation at statutory tax rate of 28%
	4,050
	13,434 

	Effect of tax at lower rate
	 
	(6)
	(27)

	Expenses not deductible for tax
	330
	1,025 

	Income not subject to tax
	 
	(664)
	(1,068)

	Real property gains tax 
	6
	6

	Reversal of deferred tax on disposal  
	
	

	
	of leasehold land and building
	(68)
	(68)

	Net deferred tax not recognised for the year
	26
	75 

	Underprovision of income tax in prior years
	
	

	
	- Company and subsidiaries
	140
	8

	
	- Associated company
	1
	1

	Underprovision of deferred tax in prior years
	54
	111 

	Tax expense 
	
	3,869
	13,497

	Effective tax rate
	
	25.39%
	27.88%


B6
Profits/(losses) on sale of unquoted investments and/or properties

           Save as disclosed below, there were no sale of unquoted investments and properties for the current quarter and financial year ended 31 December 2005:

           (a)  On 30 April 2005, PacificMas Capital Sdn. Bhd., a wholly-owned subsidiary of PacificMas Berhad, entered into a sale and purchase agreement to dispose of its leasehold land and building at RM420,000.  The sale of the property was completed in November 2005, with a realised gain of RM59,499.


(b) 
Fixed Income Securities (Unquoted)
	
	Current
	Financial

	
	Quarter
	Year

	
	Ended
	Ended

	
	31 Dec 2005
	31 Dec 2005

	
	RM'000
	RM'000

	Net profit on sale
	        68        
	         611        


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

(a) Quoted Securities 

	
	Current
	Financial
	

	
	Quarter
	Year
	

	
	Ended
	Ended
	

	
	31 Dec 2005
	31 Dec 2005
	

	
	RM'000
	 RM'000
	

	Purchase cost
	 4,662 
	 28,761
	

	
	
	
	

	Sale proceeds
	 3,243 
	 22,397
	

	Net loss from disposal
	  (460) 
	   (511)
	

	
	
	
	

	

	

	

	

	

	

	

	                                                     As at 31 December 2005

	
	
	 Carrying/
	  Market

	
	Cost
	Book Value
	  Value

	
	RM'000
	 RM'000
	     RM'000

	
	
	
	

	Total quoted securities
	 18,663
	  17,501
	    17,501


           (b) Unit Trusts

	
	Current
	Financial
	

	
	Quarter
	Year
	

	
	Ended
	Ended
	

	
	31 Dec 2005
	31 Dec 2005
	

	
	RM'000
	RM'000
	

	Purchase cost
	8,400
	13,851
	

	
	
	
	

	Sale proceeds
	-
	4,951
	

	Net profit from disposal
	-
	285
	

	
	
	
	

	                                                          As at 31 December 2005

	
	
	Carrying/
	    Market

	
	Cost
	Book Value
	    Value

	
	RM'000
	RM'000
	   RM'000

	
	
	
	

	Total unit trusts
	13,851
	13,697
	13,697


B8(a)
Status of corporate proposals
(i) 
Investment in Spring Hill Bioventures Sdn. Bhd.

On 18 January 2006, the Group’s investment holding subsidiary subscribed to the final tranche of 5,700,000 Class B preference shares of Spring Hill Bioventures Sdn. Bhd. (“SBV”) for RM5,700,000, bringing its total investment in SBV to RM19,000,005 comprising 19,000,000 Class B preference shares (RM19,000,000) and 5 ordinary shares (RM5).  

(ii)
The following corporate proposal has been announced but has not       been completed prior to the date of this report:

Proposed Merger with the Great Eastern Group


PacificMas Berhad (“PacificMas”) announced on 21 February 2003 that it had received Bank Negara Malaysia’s approval for PacificMas to begin negotiations with Great Eastern Capital (Malaysia) Berhad [formerly known as 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.  If this proposed restructuring is successful, the general insurance business of the PacificMas’ wholly-owned subsidiary, The Pacific Insurance Berhad, will be integrated and merged with that of OACM.  Both parties have completed their financial, tax and legal due diligence exercises.  Substantial progress has been made in the valuation exercises of the insurance businesses of both parties.  Negotiations on the pricing and final scheme for the restructuring of equity/businesses are expected to commence in the first half of 2006 which, if mutually acceptable, will lead to both parties making submissions to the relevant authorities for approval.  

B8(b)
Status of utilisation of proceeds

The total net proceeds received from the disposal of the Company’s banking business on 1 January 2001 amounted to RM1,240,489,536 (“Disposal Proceeds”).  Utilisation of the Disposal Proceeds is subject to the prior approval of the Securities Commission (“SC”).  

The status of the utilisation of the Disposal Proceeds as at the date of this interim report is as follows:
	Type of Utilisation
	Amount
	Amount 

	
	
	Approved
	Utilised

	
	
	RM'000
	RM'000

	(i)
	Payment of dividends on 25 June 2001:
	
	

	
	-   Tax exempt dividend of 7 sen per share in relation to financial
	

	
	    year ended 31 December 2000
	      23,939.1 
	23,939.1 

	
	-   Special gross dividend of 50 sen per share
	      123,115.3 
	  123,115.3 

	
	
	
	

	(ii)
	Return of capital to shareholders on 18 October 2001 on the 
	
	

	
	basis of RM0.75 per ordinary share following the listing of bonus
	
	

	
	issue shares, by the cancellation from every one (1) existing  
	
	

	
	ordinary share of RM1.00 each and the consolidation of every  
	
	

	
	four (4) resultant ordinary shares of RM0.25 each into one (1) 
	
	

	
	ordinary share of RM1.00 each 
	      512,980.5 
	   512,980.5 

	
	
	
	

	(iii)
	Equity cash injection into two-wholly owned subsidiaries:
	
	

	
	-   The Pacific Insurance Berhad
	        35,000.0 
	  35,000.0 

	
	-   Pac Lease Sdn Bhd
	        30,000.0 
	30,000.0 

	
	
	
	

	(iv)
	Acquisition of the entire issued and paid-up capital of 
	
	

	
	Konsortium Insurans Berhad (now known as PacificMas Fidelity
	
	

	
	Sdn Bhd) ("KIB Acquisition")
	        83,500.0 
	83,500.0 

	
	
	
	

	(v)
	Acquisition of the remaining 25% equity interest in Pacific 
	
	

	
	Mutual Fund Bhd (“Pacific Mutual Acquisition")
	        5,937.5 
	    5,937.5 

	
	
	
	

	(vi)
	General working capital
	     4,754.0 
	    4,754.0 

	
	
	
	

	(vii)
	Expenses for the undertaking of 
	
	

	
	-  Bonus issue and return of capital
	        700.0 
	      700.0 

	
	-  KIB Acquisition and Pacific Mutual Acquisition
	      625.0 
	       567.2 

	
	
	
	

	(viii)
	Acquisition of the entire issued and paid-up capital of Malaysia
	
	

	
	& Nippon Insurans Berhad (now known as PacificMas Capital
	
	

	
	Sdn Bhd) (“MNIB Acquisition”) and expenses for the undertaking
	
	

	
	of the MNIB Acquisition.
	91,425.0
	88,068.9

	
	
	
	

	
	
	   911,976.4 
	    908,562.5 

	
	
	
	

	Balance of Disposal Proceeds
	
	

	
	
	
	RM’000

	Amount available for future investment in new businesses, 
	
	

	subject to the SC's prior approval
	
	331,927.0*


  *
The Company informed the SC on 21 June 2002 that the unutilised balance of RM57,771 out of the provision of RM625,000 relating to the expenses for the undertaking of KIB Acquisition and Pacific Mutual Acquisition [item (vii)] be added to the balance amount of the Disposal Proceeds to be utilised for future investment in new businesses, the utilisation of which is subject to the SC's prior approval / clearance after firm investment plans have been determined.

B9
Borrowings and debt securities
(a)
The Group’s outstanding short-term borrowings as at 31 December 2005 were as follows:-

   RM’000

Bank borrowings:


Bank overdrafts
    725

Revolving credits
111,000


Private debt securities
  50,000



161,725
The bank borrowings of RM111.725 million are secured by corporate guarantees from the Company while the private debt securities are unsecured.  

The maturity tenures of the private debt securities (issued by the leasing subsidiary under the Commercial Papers/Medium Term Notes programme) are not more than 12 months.   

 (b)
The Group did not have any long-term borrowings and debt securities as at 31 December 2005.  All borrowings and debt securities were short-term in nature and denominated in Malaysian Ringgit.

B10
Off balance sheet financial instruments

During the financial year ended 31 December 2005, the Group’s leasing subsidiary entered into a one (1) year forward interest rate swap contract for a tenor of 2 years for a notional amount of RM10 million with a financial institution. The transaction will commence on 1 June 2006 for which the floating rate for the first calculation period shall be fixed. 


The purpose of 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 floating rate interest on the notional principal amount and pay fixed rate interest 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 exchanged on a quarterly basis. 


The interest rate swap contract is subject to credit risk 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 rate swap contracts are recognised as interest income or expense over the period of the contract.
B11
Changes in material litigation 

Save as disclosed below, the Group is not engaged in any material litigation, claims (other than insurance claims in the course of ordinary insurance business) or arbitration.  

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 case relates to the settlement of a claim 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.  

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, which had a charge on the insured property, requesting PIB to pay the sum of RM2,537,155 to Malayan Banking Berhad pursuant to a Mortgagee/Chargee clause of the policy.

A detailed announcement on this litigation had been made to Bursa Malaysia Securities Berhad on 4 August 2004.

On 3 March 2005, the Senior Assistant Registrar dismissed the Plaintiff’s application for summary judgment, with costs.  On 7 March 2005, the Plaintiff filed an appeal to the Judge in Chambers against the decision of the Senior Assistant Registrar.  The hearing of the appeal has been rescheduled from 5 January 2006 to 13 March 2006. 

B12
Dividends


The Company, at its forthcoming Annual General Meeting, will be recommending to its shareholders for approval, a final dividend in respect of the financial year ended 31 December 2005 of:
(i) 12 sen per share less 28% taxation amounting to RM14,773,838; and

(ii) 3 sen per share tax exempt amounting to RM5,129,805.

           The proposed final dividend totalling RM19,903,643 will be paid on a date to be announced later.
B13
Earnings per share (“EPS”)
           The basic and diluted EPS are computed as follows:

	

	
	Current
	Financial

	
	
	Quarter
	Year

	
	
	 Ended
	Ended

	
	
	31 Dec 2005 
	31 Dec 2005 

	
	
	
	

	 Profit after taxation and minority interests (RM'000)
	   10,374 
	  33,575 

	
	
	   
	

	 Number of ordinary shares in issue ('000)
	 170,994 
	170,994 

	
	
	
	

	 Basic and diluted EPS (sen)
	       6.07 
	   19.64 


           There is no dilution in EPS as there were no dilutive potential ordinary shares as at 31 December 2005.  


BY ORDER OF THE BOARD

PHUAH LAY CHIN (MIA 5579)

COMPANY SECRETARY

23 FEBRUARY 2006
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