Pacific & Orient Berhad  


(Company No: 308366-H)


A. Notes To The Interim Financial Report

For The Six Months Ended 31 March 2010

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 2009. 

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 2009 except for the following:

(i) Changes arising from the implementation of the Risk-Based Capital Framework at the Insurance Subsidiary Company
During the current financial year, the following changes were made upon implementation by the insurance subsidiary company of the RBC Framework that was issued by Bank Negara Malaysia (“BNM”):

(a) Valuation of investment securities

In the previous years, investments securities were accounted for either at (i) lower of cost or market value, or (ii) amortised cost less impairment (if any).

With the implementation of the RBC Framework, the insurance subsidiary company is required to classify and value its holdings in investment securities based on the following categories, which are similar to FRS 139: Financial Instruments – Recognition and Measurement: 

	1)
	Held for Trading
	measured at fair value

	
	
	

	2) 
	Held to Maturity
	measured at amortised cost less impairment (if any)

	
	
	

	3)
	Available for Sale
	measured at fair value


However, as the Group has not early adopted FRS 139 as at to date, the above classification and valuation of investment securities by the insurance subsidiary company are reversed by way of consolidation adjustments and are accounted for at the Group level, either at (i) lower of cost or market value, or (ii) amortised cost less impairment (if any).

A1.
Basis of Preparation (Cont'd.)

(b) Changes in valuation of premium liabilities

In previous years, premium liabilities were accounted for via the Unearned Premium Reserves (“UPR”). UPR represent the portion of premium income not yet earned at balance sheet date.  

With the implementation of the RBC Framework, the premium liabilities are now accounted for as the higher of (1) UPR or (2) the best estimate value of unexpired risk reserves (“URR”) at balance sheet date and the Provision of Risk Margin for Adverse Deviation (PRAD) calculated at the confidence level of 75%.

As the insurance subsidiary company’s UPR is higher than its URR and the PRAD calculated at the confidence level of 75%, there is no impact on the financial statements and therefore no adjustment is necessary on consolidation.

(c) Changes in valuation of claims liabilities

In the previous years, provision for claims liabilities was made after taking into account estimated costs of claims including Incurred But Not Reported (IBNR) claims at balance sheet date on the basis of actual claims incurred pattern, using mathematical methods of estimation. 

The above however exclude (1) administration expenses (2) discounting of expected future claims payments, (3) negative IBNR, and (4) PRAD which prescribed for a level of confidence of 75% that the claims provision will ultimately be sufficient.  

With the implementation of the RBC Framework, the above 4 items are now included in the valuation of the claims liabilities.

In the immediate preceding quarter ended 31 December 2009, items 1 to 3 above, being changes in bases of valuation of claims liabilities were accounted for, at the Group level, as a change in accounting policy and accordingly were applied retrospectively. Item 4, which relates to an increase in the confidence level of claims provisioning from best estimate to 75%, was accounted for, at the Group level, as a change in accounting estimates and was applied prospectively. 

At the insurance subsidiary company level however, all claims liabilities were accounted for as a change in accounting policy and in accordance with the transitional provision of the RBC Framework, such adjustments to claims liabilities which relate to previous years’ carrying amounts were adjusted to the opening retained earnings as at 1 October 2009.

A1.
Basis of Preparation (Cont'd.)

(c) Changes in valuation of claims liabilities (Cont'd.)

As the insurance subsidiary company is regarded as the major contributor to the Group’s revenue, the Board of Directors has considered that the accounting treatment for claims liabilities adopted by the insurance subsidiary company be similarly applied at the Group level for the 6 months period ended 31 March 2010.

The effects of the change in valuation of claims liabilities in accordance with the RBC Framework are as follows:


(i) Balance Sheet as at 1 October 2009

	
	
	
	
	Previously stated
	        Increase
	Restated

	   Group
	
	
	
	

	
	
	
	
	

	   Description of change
	
	    RM'000
	    RM'000
	    RM'000

	
	
	
	
	
	

	
	Provision for outstanding claims
	
	357,760
	24,482
	382,242

	
	
	
	
	
	

	
	Deferred tax assets
	
	13,243
	6,120
	19,363

	
	
	
	
	
	

	
	Accumulated losses
	
	4,917
	18,362
	23,279


ii)
Adoption of FRS 8: Operating Segments

FRS 8: Operating Segments which replaces FRS 1142004 Segment Reporting requires an entity to report financial and descriptive information about its operating segments on the same basis as that used for internal reporting purposes. The adoption of this standard does not have any significant impact on the financial statements of the Group.

A1.
Basis of Preparation (Cont'd.)

FRS Yet To Be Effective

The Group has not adopted the following Amendments to FRSs, FRSs and Issues Committee (“IC”) Interpretations which have been issued but are not yet effective:

	
	
	Effective for financial periods beginning on or after

	
	
	

	Amendments to FRS 1 and FRS 127
	Amendments to FRS 1: First-time Adoption of Financial Reporting Standards and FRS 127: Consolidated and Separate Financial Statements - Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate
	1 January 2010

	Amendments to 

  FRS 2 
	Share-based Payment - Vesting Conditions and Cancellations
	1 January 2010 



	Amendments to 

  FRS 132
	Financial Instruments : Presentation
	1 January 2010 



	Amendments to 

  FRS 139, FRS 7 and

  IC interpretation 9
	Amendments to FRS 139 : Financial Instruments: Recognition and Measurement, FRS 7 : Financial Instruments: Disclosures and IC Interpretation 9 : Reassessment of Embedded Derivatives
	1 January 2010



	
	

	Amendments to FRSs contained in the document entitled “Improvements  to FRSs (2009)”
	1 January 2010

	FRS 4
	Insurance Contracts
	1 January 2010

	FRS 7
	Financial Instruments : Disclosures
	1 January 2010

	FRS 101
	Presentation of Financial Statements
	1 January 2010
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	Effective for financial periods beginning on or after

	
	
	

	FRS 123
	Borrowing Costs
	1 January 2010

	FRS 139
	Financial Instruments - Recognition and Measurement
	1 January 2010

	
	
	

	IC Interpretation 9
	Reassessment of Embedded Derivatives
	1 January 2010

	IC Interpretation 10
	Interim Financial Reporting and Impairment
	1 January 2010

	IC Interpretation 11
	FRS 2: Group and Treasury Share Transactions
	1 January 2010

	IC Interpretation 13
	Customer Loyalty Programmes
	1 January 2010

	IC Interpretation 14
	FRS 119 : The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction
	1 January 2010


The adoption of Amendments to FRSs 1, 2, 127 and 132, Amendments to IC Interpretation 9, Amendments to FRSs contained in the document entitled "Improvements to FRSs (2009)", IC Interpretations 9, 10, and 11, FRS 101, and FRS 123 does not have any significant impact on the financial statements of the Group.


The impact of applying Amendments to FRSs 7 and 139, FRS 4, FRS 7 and FRS 139 on the financial statements upon first adoption of these standards as required by paragraph 30(b) of FRS 108: Accounting Policies, Changes in Accounting Estimates and Errors are not required to be disclosed by virtue of exemptions given in the respective FRSs.

IC Interpretations 13 and 14 are not applicable to the Group.

A1.
Basis of Preparation (Cont'd.)

Subsequent to the preceding quarter ended 31 December 2009, the Malaysian Accounting Standards Board had on 8 January 2010 and 19 March 2010 issued the following Amendments to FRSs, FRSs and IC Interpretations:

	
	
	Effective for financial periods beginning on or after

	
	
	

	Amendments to 

  FRS 1
	Limited Exemption from Comparative FRS 7 Disclosure for First-time Adopters
	1 January 2011

	Amendments to 

  FRS 2 
	Share-based Payment
	1 July 2010

	Amendments to 

  FRS 5 
	Non-current Assets Held for Sale and Discontinued Operations
	1 July 2010

	Amendments to 

  FRS 7
	Improving Disclosures about Financial Instruments
	1 January 2011

	Amendments to 

  FRS 132 
	Financial Instruments: Presentation 
	1 January 2010/

 1 March 2010



	Amendments to 

  FRS 138
	Intangible Assets 
	1 July 2010



	Amendments to 

  FRS 139 
	Amendments to FRS 139 : Financial Instruments: Recognition and Measurement 
	1 January 2010



	Amendments to 

  IC interpretation 9
	IC Interpretation 9 : Reassessment of Embedded Derivatives
	1July 2010

	FRS 1
	First-time Adoption of Financial Reporting Standards
	1 July 2010

	FRS 3
	Business Combinations
	1 July 2010

	FRS 127
	Consolidated and Separate Financial Statements
	1 July 2010

	IC Interpretation 12
	Service Concession Arrangements
	1 July 2010

	IC Interpretation 15
	Agreements for the Construction of Real Estate
	1 July 2010

	IC Interpretation 16
	Hedges of a Net Investment in a Foreign Operation
	1 July 2010

	IC Interpretation 17
	Distributions of Non-cash Assets to Owners
	1 July 2010


A1.
Basis of Preparation (Cont'd.)

The adoption of Amendments to FRSs 1, 2, 5, 132 and 138, Amendments to IC Interpretation 9, IC Interpretations 16 and 17, FRS 1, FRS 3, and FRS 127 does not have any significant impact on the financial statements of the Group.

The impact of applying Amendments to FRS 7 and FRS 139 on the financial statements upon first adoption of these standards as required by paragraph 30(b) of FRS 108: Accounting Policies, Changes in Accounting Estimates and Errors are not required to be disclosed by virtue of exemptions given in the respective FRSs.

IC Interpretations 12 and 15 are not applicable to the Group.

A2.
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.

A3.
Seasonality or Cyclicality of Operations

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

A4.
Material Unusual Items 

There were no material unusual items that affect the assets, liabilities, equity, net income or cash flows of the Group except for the change in accounting policies following the implementation of the RBC Framework by the insurance subsidiary company during the period under review. The effects of the change are shown in Note A1.

A5.
Change in Estimates 


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

A6.
Issuances, Cancellations, Repurchases, Resale and Repayments of Debts and Equity 

Securities

(i) Issuance of shares

There was no new issuance of ordinary shares pursuant to the Company’s Employees Share Option Scheme during the period under review.

(ii) Share buy-back and treasury shares disposed 

On 10 March 2010, 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:

(a) 
purchased 1,000 of its issued ordinary shares of RM1.00 each fully paid from the open market at a price of RM1.11 per share for a consideration of RM1,112. The purchase was financed by internally generated funds. These shares are held as treasury shares in accordance with Section 67A of the Companies Act, 1965.

(b)
disposed of 381,200 treasury shares in the open market resulting in a deficit of RM87,371 which has been debited to the Share Premium account.

Of the total 110,680,000 issued and fully paid ordinary shares as at 31 March 2010, 1,911,000 (RM2,721,000) are held as treasury shares by the Company. The number of outstanding ordinary shares in issue and fully paid is therefore 108,769,000 ordinary shares of RM1.00 each.

(iii) There were no:

· issuances or repayments of debt securities. 

· shares cancelled.

A7.
Dividends Paid

No dividend has been paid in respect of the period under review.
A8.
Segment Information

	Year To Date
	Insurance
	Information

Technology
	Investment

Holding
	Money

Lending
	Others
	Elimination
	Group

	31 March 2010
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000
	RM’000

	
	
	
	
	
	
	
	

	REVENUE
	
	
	
	
	
	
	

	External 

  sales
	247,496
	2,546
	293
	13
	-
	-
	250,348

	Inter-segment

  sales
	128
	4,527
	1,603
	151
	2
	(6,411)
	-

	Total segment

  revenue
	247,624
	7,073
	1,896
	164
	2
	(6,411)
	250,348

	
	
	
	
	
	
	
	

	RESULT
	
	
	
	
	
	
	

	Segment result
	5,738
	(1,386)
	(2,571)
	(48)
	(21)
	(422)
	      1,290

	Finance cost
	
	
	
	
	
	
	      (1,333)

	Interest income
	
	
	
	
	
	
	           27

	Loss before tax
	
	
	
	
	
	
	           (16)

	Income tax

  expense
	
	
	
	
	
	
	      (1,401)

	Net loss for the

  year
	
	
	
	
	
	
	      (1,417)


A9.
Valuation of Property, Plant and Equipment Brought Forward

The valuations of freehold land and buildings and leasehold buildings classified as property, plant and equipment have been brought forward without any amendments from the preceding year's audited financial statements.

A10.
Material Events Subsequent to End of Reporting Period

There was no material event subsequent to the end of the period reported up to 25 May 2010.

A11.
Effect of Changes in Composition of the Group

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

A12.
Changes in Contingent Assets and Contingent Liabilities

The Group does not have any contingent assets since the last annual balance sheet date.

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

	
	

	
	Year To Date

	
	31.03.2010
	
	31.03.2009

	
	RM’000
	
	RM’000

	
	
	
	

	Performance guarantees - secured
	224
	
	165


A13.
Significant Related Party Transactions

	
	

	
	Year To Date

	
	31.03.2010
	
	31.03.2009

	
	RM’000
	
	RM’000

	
	
	
	

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

	-  Ancom Berhad group of companies
	47
	
	53


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.

A14.
Capital Commitments 

There are no capital commitments for the purchase of property, plant and equipment and intangible asset (either approved and contracted for or approved but not contracted for) as at 31 March 2010 and 31 March 2009.

A15.
Risk-Based Capital Framework of the Insurance Subsidiary Company

As reported in the immediate preceding quarter, the insurance subsidiary company has not complied with the capital adequacy requirements under the RBC Framework and has accordingly submitted to BNM its Capital Management Plan (“CMP”). The implementation of the CMP would enable the insurance subsidiary company to comply with the capital adequacy requirements of the RBC Framework. 

As at 25 May 2010, the insurance subsidiary company is still working closely with BNM to finalise the details of the CMP.

Notwithstanding the above, the insurance subsidiary company has adequate assets to meet its liabilities. As at 31 March 2010, the insurance subsidiary company has total assets of RM810,061,000 of which RM709,521,000 is represented by cash, money market instruments and deposits with financial institutions, compared to total liabilities of RM440,701,000.  
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B. Additional Notes Pursuant To The Main Market Listing Requirements of BMSB

For The Six Months Ended 31 March 2010

B1.
Review of Results

Current Quarter

Group revenue was RM134,834,000 compared to RM111,637,000 in the corresponding quarter of the last financial year. The increase was mainly attributable to higher gross premium recorded by the insurance subsidiary. Profit before tax of RM5,228,000 was reported compared to the pre-tax profit of RM3,584,000 in the corresponding quarter of the last financial year. This was mainly attributable to better underwriting results and write back of allowance for diminution in value of investments, recorded at the insurance subsidiary.

Year To Date

Group revenue was RM250,348,000 compared to RM197,031,000 in the corresponding quarter of the last financial year. The increase was mainly attributable to higher gross premium recorded by the insurance subsidiary. Loss before tax of RM16,000 was reported compared to the pre-tax loss of RM8,528,000 in the corresponding quarter of the last financial year. This was mainly attributable to lower allowance for diminution in value of investments, recorded at the insurance subsidiary.

B2.
Comparison With Preceding Quarter’s Results

Group revenue of RM134,834,000 was higher than the RM115,514,000 reported in the preceding quarter. This was mainly attributable to higher gross premium recorded by the insurance subsidiary. Profit before tax of RM5,228,000 was reported compared to the loss before tax of RM5,244,000 in the preceding quarter. This was mainly attributable to better underwriting results and write back of allowance for diminution in value of investments, recorded at the insurance subsidiary.
B3.
Current Year Prospects 

The improvement in the economic environment augurs well for the operations of the Group in the current financial year. Barring any major unforeseen financial crisis, the Board expects the Group’s performance for the current financial year to be better than that of the previous year.

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 31.03.2010
	Year To 

Date

31.03.2010

	
	
	
	RM’000
	RM’000

	Income tax:
	
	
	
	

	Current year's provision
	
	
	
	

	  - Malaysian tax
	
	
	1
	                     2

	
	
	
	
	

	Deferred tax:
	
	
	
	

	  - Transfer from deferred

     taxation
	
	
	1,980
	1,399

	
	
	
	1,981
	1,401


The effective rates of taxation of the Group for the quarter and year to date 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

31.03.2010
	Year To 

Date

31.03.2010

	
	
	 RM’000
	 RM’000

	
	
	
	

	Gain /(loss) on disposal of property
	
	- 
	- 

	
	
	
	

	Loss on disposal of unquoted investments 
	
	(414)
	(418)

	
	
	
	


B7.
Quoted Investments*

	
	Preceding 

31.03.19991
	
	Quarter 

Ended 31.03.2010
	Year To 

Date

31.03.2010

	
	RM’000
	
	RM’000
	RM’000

	
	
	
	
	

	Total purchase consideration
	
	
	-
	-

	
	
	
	
	

	Total sales proceeds
	
	
	433
	555

	
	
	
	
	

	Total profit on sale 
	
	
	33
	                38


	
	
	
	
	As at

31.03.2010

	
	
	
	
	RM’000

	Value of investments in quoted shares:
	
	
	

	- at cost
	48,802
	
	
	19,954

	- at book value
	48,802
	
	
	19,954

	- at market value
	37,447
	
	
	10,469

	
	
	
	
	


* Excludes purchase and sales of investments held by the insurance subsidiary.

B8.
Status of Corporate Proposals

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

B9.
Group Borrowings*

	
	
	
	
	As At

31.03.2010

	
	
	
	
	RM’000

	
	
	
	
	

	Long term
	
	
	
	

	a. Secured
	
	
	
	630

	b. Unsecured
	
	
	
	-

	
	
	
	
	

	Short term
	
	
	
	

	a.  Secured
	
	
	
	933

	b. Unsecured
	
	
	
	50,526

	
	
	
	
	

	Foreign currency borrowings
	
	
	
	-


*Includes hire purchase creditors of RM1,063,000 of which RM630,000 is long term.

B10. 
Financial Instruments With Off-Balance Sheet Risk

As at 25 May 2010 the Group had no financial instruments with off-balance sheet risk.

B11.
Material Litigation

As at 25 May 2010 there was no material litigation against the Group other than those arising in the normal course of the insurance subsidiary’s business.

B12.
Dividend
No dividend has been declared in respect of the period under review (previous corresponding period: Nil).

The total dividend for the current financial year to date (six months to 31 March 2010) is nil.

B13.
Profit/(Loss) Per Share

	
	
	Quarter Ended
	Year To Date

	
	
	31.03.2010
	31.03.2009
	31.03.2010
	31.03.2009

	
	
	
	
	
	

	Profit/(loss) for the period (A)
	(RM’000)
	3,247
	2,510
	(1,417)
	(6,137)

	
	
	
	
	
	

	Weighted average number

  of ordinary shares in

  issue (B)
	(’000)
	108,655
	105,323
	108,554
	105,658

	
	
	
	
	
	

	Weighted average number

  of ordinary shares for

  diluted earnings per

  share (C) 
	(’000)
	108,655
	105,323
	108,554
	105,658

	
	
	
	
	
	

	Profit/(loss) per share:
	
	
	
	
	

	
	
	
	
	
	

	Basic (A÷B)
	(sen)
	2.99
	2.38
	(1.31)
	(5.81)

	
	
	
	
	
	

	Diluted (A÷C)
	(sen)
	2.99
	2.38
	(1.31)
	(5.81)

	
	
	
	
	
	

	Note:
	
	
	
	
	

	Weighted average number

  of ordinary shares in issue
	(’000)
	108,655
	105,323
	108,554
	105,658

	Assumed exercise of share

  options
	(’000)
	-
	-
	-
	-

	Weighted average number

  of ordinary shares for

  diluted earnings per share (C)
	(’000)
	108,655
	105,323
	108,554
	105,658


BY ORDER OF THE BOARD

SOO HAN YEE 

YONG KIM FATT

Company Secretaries

Kuala Lumpur

25 May 2010



















