Pacific & Orient Berhad  


(Company No: 308366-H)


A. Notes To The Interim Financial Report

For The Nine Months Ended 30 June 2007

A1.
Basis of Preparation 

The interim financial report has been prepared in accordance with Financial Reporting Standard (“FRS”) 134: Interim Financial Reporting and the Listing Requirements of Bursa Malaysia Securities Berhad (BMSB).

The interim financial report should be read in conjunction with the audited financial statements of the Group for the financial year ended 30 September 2006. 

The accounting policies and methods of computation adopted by the Group in this interim financial report are consistent with those adopted in the audited financial statements for the year ended 30 September 2006 except for the adoption of the following new/revised FRSs effective for the financial year ending 30 September 2007:

FRS 2

Share-based Payment

FRS 3

Business Combinations

FRS 5

Non-current Assets Held for Sale and Discontinued Operations

FRS 101
Presentation of Financial Statements

FRS 102
Inventories

FRS 108
Accounting Policies, Changes in Estimates and Errors

FRS 110
Events after the Balance Sheet Date

FRS 116
Property, Plant and Equipment

FRS 117
Leases 

FRS 121
The Effects of Changes in Foreign Exchange Rates

FRS 124
Related Party Disclosure

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

FRS 140
Investment Property

A1.
Basis of Preparation (Cont’d.)

The adoption of new/revised FRSs 102, 108, 110, 121, 124, 127, 132 and 133 did not result in significant changes in accounting policies of the Group. 

The principal changes in accounting policies and their effect resulting from the adoption of the other new/revised FRSs are as follows:

(a)
FRS 2
Share-based Payment
The Company operates an equity-settled, share-based payment compensation plan for employees of the Group, Pacific & Orient Berhad Employee Share Option Scheme (ESOS).

Prior to 1 October 2006, no compensation expense was recognised in profit or loss for share options granted. The Group recognised an increase in share capital and share premium when the options were exercised. Upon adoption of FRS 2, the total fair value of share options granted to employees is recognised as a staff cost with a corresponding increase in the share option reserve within equity over the vesting period.   At every balance sheet date, the Group revises its estimate of the number of share options that are expected to vest by vesting date. Any revision of this estimate is included in profit or loss and a corresponding adjustment to equity over the remaining vesting period.

The Group has applied FRS 2 in accordance with its transitional provisions which allow this change in accounting policy to be applied to share options that were granted after 31 December 2004 but had not yet vested on 1 January 2006. As the existing share options were granted prior to 31 December 2004, the Group applies this change in accounting policy prospectively in accordance with the transitional provisions of FRS 2. Accordingly, the change in accounting policy has no effect on the current and prior periods’ financial statements but would have an effect on the financial statements of future periods when new share options are granted under the ESOS.

A1.
Basis of Preparation (Cont’d.)

 (b)
FRS 3: Business Combinations and FRS 136: Impairment of Assets
The adoption of FRS 3 and FRS 136 has resulted in a change in the accounting policy relating to purchased goodwill.

Prior to 1 October 2006, goodwill arising on consolidation was amortised over a period of twenty-five years or the expected useful life, whichever was the shorter. Goodwill on consolidation was written down for impairment where it was considered necessary. The adoption of FRS 3 and FRS 136 has resulted in the Group ceasing annual amortisation of goodwill. Goodwill is now carried at cost less accumulated impairment losses and is tested for impairment annually, or more frequently if events or changes in circumstances indicate that it might be impaired.

In accordance with the transitional provisions of FRS 3, the Group has applied this accounting policy prospectively for business combinations for which the agreement date is on or after 1 January 2006. The carrying amount of goodwill as at 1 October 2006 of RM1,935,000 ceased to be amortised. This has the effect of reducing the amortisation charge by RM 82,000 for the nine months ended 30 June 2007.

FRS 3 requires all business combinations to be accounted for using the purchase method. Prior to 1 October 2006, all the subsidiary companies were accounted for using the purchase method except for Pacific & Orient Insurance Co. Berhad, which was accounted for using the merger method. FRS 3 is applied prospectively for business combinations with agreements dated on or after 1 January 2006 only.

(c)
FRS 5: Non-current Assets Held for Sale and Discontinued Operations
FRS 5 requires a non-current asset to be classified as held for sale if its carrying amount will be recovered principally through a sale transaction rather than through continuing use. 

The Group has applied FRS 5 prospectively in accordance with its transitional provisions. This has resulted in a change in accounting policy on the recognition of a freehold property (land and building) as held for sale. Prior to adoption of FRS 5, the aforementioned property was recognised as property, plant and equipment in accordance with FRS 116.
The effects on adoption of FRS 5 are as follows:

(i) The freehold property that is classified as held for sale is now measured at the lower of its carrying amount and fair value less costs to sell. 
A1.
Basis of Preparation (Cont’d.)

(c)
FRS 5: Non-current Assets Held for Sale and Discontinued Operations (Cont’d.)
The effects on adoption of FRS 5 are as follows: (Cont’d.) 

(ii)
Depreciation on the freehold property ceases. This has the effect of reducing the depreciation charge of the Group by RM1,000 from date of classification as held for sale. 

(iii)

The freehold property that is classified as held for sale is disclosed separately on the face of the balance sheet.

(d)
FRS 101: Presentation of Financial Statements
Prior to 1 October 2006, investment properties were classified under investments in the consolidated balance sheet.  With the adoption of FRS 101, investment properties are now disclosed as a separate line item on the face of the consolidated balance sheet.  

The current period’s presentation of the Group’s financial statements is based on the requirements of FRS 101, with the comparatives restated to conform with the current period’s presentation.

(e)
FRS 116: Property, Plant and Equipment


FRS 116 requires that the residual value and useful life of an asset be reviewed at least at the end of each financial year and if expectations differ from previous estimates, the change shall be accounted for prospectively as a change in accounting estimates in accordance with FRS 108.  Accordingly, the Group shall reassess the residual value and useful life of its property, plant and equipment at the end of each financial year and account for any change in estimates prospectively. 

A1.
Basis of Preparation (Cont’d.)

(f)
FRS 117: Leases
Prior to 1 October 2006, leasehold land and buildings held for own use were classified as property, plant and equipment and were stated at cost less accumulated depreciation and any impairment losses. The adoption of FRS 117 has resulted in a change in the accounting policy relating to the classification of leases of land and buildings. Leases of land and buildings are classified as operating or finance leases in the same way as leases of other assets and the land and buildings elements of a lease of land and buildings are considered separately for the purpose of lease classification.

Leasehold land held for own use are now classified as operating leases and where necessary, the minimum lease payments including any up-front payments made are allocated between the land and the buildings elements in proportion to the relative fair values for leasehold interests in the land element and buildings element of the leases at the inception of the leases. Any payments made on entering into or acquiring leasehold property that is accounted for as an operating lease represent prepaid lease payments and are amortised on a straight line basis over the lease term.

The Group has applied the change in accounting policy in respect of leasehold land in accordance with the transitional provisions of FRS 117. In accordance with the transitional provisions, the unamortised amount of leasehold land as at 1 October 2006 is reclassified to prepaid lease payments and has been accounted for retrospectively. Certain comparative amounts as at 30 September 2006 have been restated.

This change in accounting policy has the effect of increasing the amortisation charge of the Group by RM71 for the nine months ended 30 June 2007. 
A1.
Basis of Preparation (Cont’d.)

(g)
FRS 138: Intangible Assets
Prior to 1 October 2006, all computer software which are considered to have finite useful lives, were classified as property, plant and equipment and were stated at cost less accumulated depreciation and any accumulated impairment losses. Upon the adoption of FRS 138, the computer software that are not an integral part of the related hardware are now reclassified as intangible assets and are stated at cost less accumulated amortisation and any accumulated impairment losses.

The change has no effect on the results of the Group.

The comparative amounts have been restated accordingly, to conform with the current period’s presentation.

(h)
FRS 140: Investment Property
Prior to 1 October 2006, investment properties were classified as investments and were stated at cost less any impairment losses and were not depreciated. Investment property is now disclosed as a separate line item on the face of the consolidated balance sheet. Where there is a change in use of investment properties to owner-occupied properties, such properties are reclassified to property, plant and equipment.

The Group has adopted the cost model to measure all its investment properties. Under the cost model, all investment properties are stated at cost less accumulated depreciation and any accumulated impairment losses. Depreciation of investment properties is now provided on a straight-line basis to write off the cost of each property to its residual value over the estimated useful life, at an annual rate of 2%. The residual values and useful lives are reviewed at least at the end of each financial year and if expectations differ from previous estimates, the change shall be accounted for prospectively as a change in accounting estimates in accordance with FRS 108. 

This change in accounting policy has the effect of increasing the depreciation charge of the Group by RM7,000 for the nine months ended 30 June 2007. 

The comparative amounts have been restated accordingly, to conform with the current period’s presentation.

FRS Yet To Be Effective

The effective date of FRS 139 Financial Instruments: Recognition and Measurement has been deferred to a date to be announced and accordingly, its implications on the financial statements upon implementation cannot be reasonably evaluated at present.

A2.
Restatement of Comparatives

The following comparative amounts have been restated as a result of adopting the revised FRSs :




 Property, Plant And Equipment 
 Investments 
Investment Properties
 Prepaid Lease Payments 
Intangible Assets 




    RM'000
RM'000
 RM'000 
 RM'000 
 RM'000 










 As at 1 October 2006 
     20,843 
    522,774 
          - 
          - 
           -











Effects on adoption of FRS 101:

















 Reclassification of buildings, included in Investments to Investment Properties
          - 
                                                                     (1,363) 
        1,363
           -
           -











Effects on adoption of FRS 117:

















 Reclassification of leasehold land, included in Investments to Prepaid Lease Payments
-
          (73)
    - 
           73 
- 












 Reclassification of net book value of leasehold land, included in Property Plant and Equipment to Prepaid Lease Payments
         (343)
          -
-
         343 
-











Effects on adoption of FRS 138:

















 Reclassification of computer software, included in Property, Plant and Equipment to Intangible Assets
         (959)
          -
- 
      -
959










 As restated 
      19,541 
     521,338 
     1,363
         416 
959

A3.
Audit Qualification of the Preceding Annual Financial Statements

There was no qualification in the audit report of the preceding annual financial statements of the Group.

A4.
Seasonality or Cyclicality of Operations

The businesses of the Group are not subject to seasonal or cyclical fluctuations.

A5.
Material Unusual Items 

As reported in the immediate preceding quarter, the Group had received a total amount of RM43,791,000 being proceeds from the first and second distribution of surplus assets by the liquidators of Killinghall (Malaysia) Bhd (“KMB”), an investee company held by the Group’s insurance subsidiary company, resulting in a full recovery of the cost of investment in KMB totalling RM22,696,000 and a surplus of RM21,095,000. There may be subsequent distributions by the liquidators of KMB, the quantum and timing of which has yet to be announced.

A6.
Changes in Estimates


There were no changes in estimates of amounts reported in prior periods that have a material effect in the period under review.

A7.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debts and Equity 

Securities

(i) Issuance of shares

During the period under review, 158,000 new ordinary shares of RM1.00 each fully paid were issued for a total consideration of RM201,000 pursuant to the exercise of options granted under the Company’s Employees Share Option Scheme at the following exercise price:

Number of Shares Issued
Exercise Price Per Share

158,000
RM1.27

The new ordinary shares of RM1.00 each issued and fully paid during the period under review rank pari passu in all respects with the Company's existing ordinary shares of RM1.00 each, fully paid.

(ii) Share buy-back and distribution of treasury shares as share dividends

On 14 March 2007, the shareholders of the Company renewed their approval for the Company’s plan to purchase its own ordinary shares.

During the period under review, the Company purchased 2,507,000 of its issued ordinary shares of RM1.00 each fully paid from the open market at an average price of RM1.65 per share for a total consideration of RM4,147,000. The purchase transactions were financed by internally generated funds. These shares are held as treasury shares in accordance with Section 67A of the Companies Act, 1965. 

Of the total 110,615,000 issued and fully paid ordinary shares as at 30 June 2007, 3,419,000 (RM5,979,000) are held as treasury shares by the Company. As at 30 June 2007, the number of outstanding ordinary shares in issue and fully paid are therefore 107,196,000 ordinary shares of RM1.00 each.

A7.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debts and Equity 

Securities (Cont’d)

(iii) There were no:

· issuances or repayments of debt securities. 
· shares cancelled or treasury shares resold.

A8.
Dividends Paid

A third interim dividend of 3.75 sen less tax at 27% in respect of financial year ended 30 September 2006, amounting to RM2,818,000, was paid on 22 December 2006.

A first interim dividend of 3.75 sen less tax at 27% in respect of financial year ending 30 September 2007, amounting to RM2,890,000 was paid on 28 February 2007. 
A second interim dividend of 3.75 sen less tax at 27% in respect of financial year ending 30 September 2007, amounting to RM2,854,000 was paid on 26 June 2007. 
A9.
Segment Information

Year To Date
Insurance
Information

Technology
Investment

Holding
Money

Lending
Others
Elimination
Group

30 June 2007
RM’000
RM’000
RM’000
RM’000
RM’000
RM’000
RM’000










REVENUE








External 

  sales
177,720
3,929
868
807
-
-
183,324

Inter-segment

  sales
203
4,755
19,522
107
9
(24,596)
-

Total segment

  revenue
177,923
8,684
20,390
914
9
(24,596)
183,324










RESULT








Segment result
41,101
(7,258)
13,440
117
(404)
(16,976)
30,020

Finance cost






 (2,257)

Interest income






22

Profit before tax






27,785

Income tax

  expense






(7,420)

Net profit for the

  year






20,365

A10.
Valuation of Property, Plant and Equipment Brought Forward

There was no revaluation of property, plant and equipment brought forward from the preceding year's audited financial statements.

A11.
Material Events Subsequent to End of Reporting Period

From 1 July 2007 to 27 August 2007, a total of 1,459,500 ordinary shares of RM1.00 each fully paid had been purchased from the open market for a total consideration of RM2,215,067 at an average cost of RM1.52 per share. The shares purchased are being held as treasury shares.

A12.
Effect of Changes in Composition of the Group

There were no changes in the composition of the Group for the period under review.

A13.
Changes in Contingent Assets and Contingent Liabilities

There were no contingent assets or contingent liabilities of the Group since the last annual balance sheet date.

A14.
Significant Related Party Transactions


Group


Year To Date


30.06.2007

30.06.2006


RM’000

RM’000






Insurance revenue from a group of companies in which a Director is deemed interested: 




-  Ancom Berhad group of companies
241

328

The Directors are of the opinion that the transactions above have been entered into in the normal course of business on terms and conditions which are not materially different from that obtainable in transactions with unrelated parties.

A15.
Capital Commitments


Group


Year To Date


30.06.2007

30.06.2006


RM’000

RM’000






Approved and contracted for
-

39






B. Additional Notes Pursuant To The Listing Requirements of BMSB

For The Nine Months Ended 30 June 2007

B1.
Review of Results

Current Quarter

Group revenue was RM62,434,000 compared to RM62,678,000 in the corresponding quarter of the last financial year. This marginal decrease was attributable to a lower premium income of the insurance subsidiary company. However, a higher profit before tax of RM11,788,000 was reported compared to a profit before tax of RM3,839,000 in the corresponding quarter of the last financial year. This was principally due to gains from the disposal of investments reported by the insurance subsidiary company.

Year To Date

Group revenue was RM183,324,000 compared to RM193,613,000 in the corresponding period of the last financial year. This was mainly attributable to a decrease in premium income of the insurance subsidiary company. However, a higher profit before tax of RM27,785,000 was reported compared to RM9,000,000 reported in the corresponding period of the last financial year. The favourable variance was principally due to a surplus on return of capital arising from the first and second distributions of surplus assets by the liquidators of KMB and gains from the disposal of investments, reported by the insurance subsidiary company. 

B2.
Comparison With Preceding Quarter’s Results

Group revenue of RM62,434,000 was lower than the RM63,585,000 reported in the preceding quarter. This was mainly attributable to an decrease in premium income of the insurance subsidiary company. However, a profit before tax of RM11,788,000 was reported compared to a loss before tax of RM392,000 in the preceding quarter. This was principally due to gains from the disposal of investments reported by the insurance subsidiary company.

B3.
Current Year Prospects

The Group’s performance continue to be adversely affected by the soft motor vehicle industry. The volatility of the stock market will also have an impact on the Group’s results. Barring any unforeseen circumstances, the Group’s performance is expected to be satisfactory.

B4.
Profit Forecast and Profit Guarantee

No forecast has been issued by the Group for the period under review.

B5.
Taxation

The taxation figures include the following:




Quarter 

Ended

30.06.2007
Year To 

Date

30.06.2007




RM’000
RM’000

Income tax:





Current year's provision





  - Malaysian tax


2,068
6,011

  - Foreign tax


-
3

  - Overprovision in prior years


(498)
(3,082)




1,570
2,932

Deferred tax:





  - Transfer from deferred

     taxation


1,765 
3,924 

  - Overprovision in prior years


514
514







Real property gains tax


50
50




3,899
7,420

The effective rates of taxation of the Group for the period are higher than the statutory rate of taxation principally due to certain expenses which are not deductible for tax purposes.

B6.
Sale of Unquoted Investments and Property



Quarter 

Ended

30.06.2007
Year To 

Date

30.06.2007



 RM’000
 RM’000






Gain on disposal of property

     80 *
   80*






Gain on disposal of unquoted investments 

468
468






* 
As disclosed in the previous period, a wholly-owned subsidiary company, P & O Global Technologies Sdn. Bhd. had disposed of its freehold land and building for a total consideration of RM1,880,000. This transaction has been completed at the date of this report.


In addition to the above, on 18 June 2007, another wholly-owned subsidiary company, P & O Resources  Sdn. Bhd. entered into a sale and purchase agreement with a third party for the disposal of its freehold land and building for a total consideration of RM1,550,000.  This transaction has yet to be completed at the date of this report.

B7.
Quoted Investments*


Preceding 

31.03.19991

Quarter

Ended

30.06.2007
Year To 

Date

30.06.2007


RM’000

RM’000
RM’000







Total purchase consideration


-
-







Total sale proceeds


-
-







Total gain on sale 


-
-





As at

30.06.2007





RM’000

Value of investments in quoted shares:




- at cost
48,802


20,368

- at book value
48,802


20,368

- at market value
37,447


21,078







* Excludes purchases and sales value of investments held by the insurance subsidiary company.
B8.
Status of Corporate Proposals

There were no corporate proposals announced by the Company during the period under review.

B9.
Group Borrowings*





As At

30.06.2007





RM’000







Long term





a. Secured



543

b. Unsecured



-







Short term





a.  Secured



1,271

b. Unsecured



47,641







Foreign currency borrowings



-

*Includes hire purchase and lease creditors of RM992,000 of which RM543,000 is long term.

B10. 
Financial Instruments With Off-Balance Sheet Risk

As at 27 August 2007 the Group had no financial instruments with off-balance sheet risk.

B11.
Material Litigation

As at 27 August 2007 there was no material litigation against the Group other than those arising in the normal course of the insurance subsidiary company’s business.

B12.
Dividend

A second interim dividend of 3.75 sen less tax at 27% was declared on 28 May 2007 and paid on 26 June 2007 in respect of the current quarter (previous corresponding quarter: 3.75 sen less tax at 28%).

The total dividend for the current financial year to date (nine months to 30 June 2007) is 7.50 sen per share less tax at 27%.

B13.
Earnings Per Share



Quarter Ended
Year To Date



30.06.2007
30.06.2006
30.06.2007
30.06.2006








Profit for the period (A)
(RM’000)
7,889
3,549
20,365
6,781








Weighted average number

  of ordinary shares in

  issue (B)
(’000)
105,325
103,737
104,563
103,478








Weighted average number

  of ordinary shares for

  diluted earnings per

  share (C) (See note below)
(’000)
106,119
104,986
105,357
104,753








Earnings per share:













Basic (A÷B)
(sen)
7.49
3.42
19.48
6.55








Diluted (A÷C)
(sen)
7.43
3.38
19.33
6.47








Note:






Weighted average number

  of ordinary shares in issue
(’000)
105,325
103,737
104,563
103,478

Assumed exercise of share

  options
(’000)
794
    1,249
     794
   1,275

Weighted average number

  of ordinary shares for

  diluted earnings per share (C)
(’000)
106,119
104,986
105,357
104,753

BY ORDER OF THE BOARD

VALERIE CHEAH CHUI MEI

WONG LAY SEE

Company Secretaries

Kuala Lumpur

27 August 2007



















