Explanatory Notes 

1
Accounting policies

The accounts of the Group and of the Bank are prepared using accounting policies and methods of computation consistent with those adopted in the most recent annual financial statements.

2
Exceptional items

There were no exceptional items reported for the financial period under review.  

3
Extraordinary items

There were no extraordinary items reported for the financial period under review.  

4
Taxation

The provision made for taxation does not contain any deferred tax or adjustment for under or over provisions in respect of prior years.

5
Pre-acquisition profits

There were no pre-acquisition profits reported for the financial period under review.  

6
Profits on sale of investments/properties 

There were no material gain or loss on disposal of investments (other than in the ordinary course of business) and/or  properties for the financial period under review.

7
Purchase and disposal of quoted securities 

There were no purchase or disposal of quoted securities for the financial period under review other than those purchased or disposed in the ordinary course of business.

8
Changes in the composition of the Group 

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

9
Corporate developments

(a) Bank Negara Malaysia had approved the proposed implementation of an Executive Share Option Scheme of the Bank for eligible executives and executive directors of the Bank Group. The proposal is now pending the approval of the  Kuala Lumpur Stock Exchange, the Registrar of Companies and the shareholder of the Bank. Securities Commission had approved the proposal on 21 February 2000. 
(b) The Bank had on 19 January 2000 entered into a Sale and Purchase Agreement to  

      dispose of its entire 100% equity interest in HLB Unit Trust Management Bhd to    

      HLG Capital Berhad for a total cash consideration of RM11 million.

(c) On 18 February 2000, the Bank has received the approval of Bank Negara Malaysia to form a merger grouping with Wah Tat Bank Berhad and Credit Corporation (Malaysia) Bhd, with the Bank as the anchor bank. The Bank has also received Bank Negara Malaysia’s approval to commence due diligence on both financial institutions.   
10
Seasonality or cyclicality of operations

The business operations of the Group have not been affected by any material seasonal and cyclical factors.

11
Issuance and repayment of debt and equity securities 

There were no issuance and repayments of debt and equity securities, share buy-back, share cancellations, shares held as treasury shares and resale of treasury shares for the financial period under review except for the issuance of 50 new ordinary shares of RM1.00 each as a result of 50 warrants conversions at the exercise price of RM5.64 per share.

12
Deposits and debt securities
The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter Ended

Year Ended

Quarter

Year Ended


31/12/1999

30/06/1999

31/12/1999

30/06/1999


RM '000

RM '000

RM '000

RM '000

Deposits from customers

















Fixed deposits 








  and negotiable instruments
     17,770,100 

  16,917,345 

9,529,757

     8,803,197 

Others
       4,406,235 

    3,730,375 

3,678,975

     3,065,391 


     22,176,335 

  20,647,720 

13,208,732

   11,868,588 










The maturity structure of fixed    








 deposits and negotiable 








 instruments : 

















 One year or less (short term)
     17,245,582 

  16,625,696 

9,355,842

     8,661,613 

 More than one year

 (medium/long term)
          524,518 

       291,649 

173,915

        141,584 


     17,770,100 

  16,917,345 

   9,529,757 

     8,803,197 
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Deposits and debt securities (continued)

The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter  Ended

Year Ended

Quarter Ended

Year Ended


31/12/1999

30/06/1999

31/12/1999

30/06/1999


RM '000

RM '000

RM '000

RM '000










Deposits and placements of








 banks and other financial








 institutions








Licensed banks
        765,208 

       285,625 

353,188

        245,625 

Other financial institutions
        145,213 

       145,000 

            213 

                  -   


        910,421 

       430,625 

353,401

        245,625 










The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :

















  One year or less (short term)
        910,421 

       430,625 

353,401

        245,625 

  More than one year  

 (medium/long term)
-

-

-

-


        910,421 

       430,625 

353,401

        245,625 










Bonds and notes (unsecured)








One year or less (short term)
200,000

200,000

200,000

200,000

More than one year    

(medium/long term)
-

-

-

-


            200,000 

       200,000 

    200,000 

        200,000 

13
Commitments and contingencies

In the normal course of business, the Group and the Bank make various commitments and incur certain contingent liabilities with legal recourse to its customers. No material losses are anticipated as a result of these transactions.

The commitments and contingencies constitute the following:

Current Quarter
Financial Year

Ended 31/12/1999
Ended 30/06/1999

The Group
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM ’000
RM ’000
RM ’000
RM ’000







Direct credit substitutes
    149,200 
    149,200 
135,138
135,138

Transaction-related contingent items
    520,199 
    260,100 
443,739
221,870

Short-term self liquidating trade-





  related contingencies
    431,836 
      86,367 
394,736
78,947

Housing loans sold directly and 





  indirectly to Cagamas with recourse
 1,130,698 
 1,130,698 
919,698
919,698

Other assets sold with recourse and





  commitments with certain drawdown
      63,040 
      63,040 
250,760
250,760

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
 2,167,374 
1,083,687
2,095,694
1,047,848

 -maturity less than 1 year
 2,786,407 
            -   
2,741,543
-

Foreign exchange related contracts
 1,326,095 
      8,301 
1,932,571
36,808

Interest rate related contracts
421,400
      14,208 
140,400
5,385

Miscellaneous
       9,512 
            -   
8,981
-

Total
 9,005,761 
2,795,601
9,063,260
2,696,454







13
Commitments and contingencies (continued)

Current Quarter
Financial Year

Ended 31/12/1999
Ended 30/06/1999

The Bank
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM ’000
RM ’000
RM ’000
RM ’000







Direct credit substitutes
    147,078 
    147,078 
133,240
133,240

Transaction-related contingent items
    520,199 
    260,100 
443,739
221,870

Short-term self liquidating trade-





  related contingencies
431,836
86,367
394,736
78,947

Housing loans sold directly and 





  indirectly to Cagamas with recourse
    509,140 
    509,140 
527,476
527,476

Other assets sold with recourse and





  commitments with certain drawdown
      63,040 
      63,040 
250,760
250,760

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
 1,694,866 
    847,433 
1,612,617
806,309

 -maturity less than 1 year
 2,168,233 
            -   
2,074,407
-

Foreign exchange related contracts
 1,326,095 
       8,301 
1,932,571
36,808

Interest rate related contracts
    229,400 
      10,011 
40,400
2,896

Miscellaneous
       9,512 
            -   
8,981
-

Total
 7,099,399 
 1,931,470 
7,418,927
2,058,306







14
Financial instruments with off-balance sheet risk

The Group


Principal
1 mth
>1 – 3
>3 - 6
>6 -12
>1 – 5
>5 yrs
Margin

Items
Amount
or less
Mths
mths
mths
Yrs

Requirement

RM ‘000



















Foreign exchange









 related contracts









 - forwards
    198,657 
85,480
      60,902 
   52,275          
            -   
               -   
             -   
                 -   

 - swaps
    203,250 
    165,420 
      37,830 
            -   
            -   
               -   
             -   
                 -   











Interest rate related 









 contracts









 - forwards
                -   
                -   
                -   
            -   
            -   
               -   
             -   
                 -   

 - futures
 231,000 
                -   
      15,000 
            -   
133,000 
     83,000 
             -   
                 -   

 - swaps
    190,400 
                -   
                -   
            -   
            -   
   190,400 
             -   
                 -   











Total
       823,307 
       250,900 
       113,732 
            52,275   
      133,000 
      273,400 
               -   
 -   











The Bank


Principal
1 mth
>1 – 3
>3 - 6
>6 -12
>1 – 5
>5 yrs
Margin

Items
Amount
or less
Mths
Mths
mths
yrs

Requirement

RM ‘000



















Foreign exchange









 related contracts









 - forwards
    198,657 
     85,480 
      60,902 
    52,275   
            -   
               -   
             -   
                 -   

 - swaps
    203,250 
   165,420 
      37,830 
            -   
            -   
               -   
             -   
                 -   











Interest rate related 









 contracts









 - forwards
                -   
              -   
                -   
            -   
            -   
               -   



 - futures
    199,000 
              -   
                -   
            -   
 116,000 
     83,000 
            -   
                 -   

 - swaps
      30,400 
              -   
                -   
            -   
            -   
     30,400 
             -   
                 -   











Total
       631,307 
       250,900 
         98,732 
52,275
       116,000 
        113,400 
               -   
 -   











14
Financial instruments with off-balance sheet risk (continued) 

Foreign exchange, interest rate and equity and commodity related contracts are subject to market risk and credit risk.

Market risk

Market risk is the potential change in value caused by movement in market rates or prices. The contractual amounts stated above provide only a measure of involvement in these types of transactions and do not represent the amount subject to market risk. Exposure to market risk may be reduced through offsetting on and off-balance sheet positions. As at end of the financial quarter, the amount of contracts which were not hedged and, hence exposed to foreign exchange and interest rate market risk were RM15,406,630 (FYE 1999 : RM18,745,080) and RM15,000,000 (FYE 1999 : RM10,000,000) respectively.

Credit risk

Credit risk arises from the possibility that a counter-party may be unable to meet the terms of a contract in which the Bank has a gain position. As at end of the financial quarter, the amounts of credit risk, measured in terms of the cost to replace the profitable contracts, was RM1,183,145 (FYE 1999 : RM432,256). This amount will increase or decrease over the life of the contracts, mainly as a function of maturity dates and market rates prices.

Related accounting policies

The accounting policies applied for recognising the financial instruments concerned are same as those applied for the financial year ended 30 June 1999.

15
Material litigation

The Group does not have any material litigation, which in the opinion of the Directors would have a material adverse affect on the financial results of the Group.

16
(a) Segmental reporting on revenue, profit and assets


Current
Corresponding
Current
Corresponding


Quarter Ended
Quarter Ended
Year-to-date
Year-to-date


31/12/1999
31/12/1998
31/12/1999
31/12/1998

Name of Company
 RM'000 
 RM'000 
 RM'000 
 RM'000 







Hong Leong Bank Berhad





Turnover *
152,761
132,701
297,394
274,107

Profit before tax
49,095
8,897
101,159
56,593

Total assets
16,197,922
14,211,075
16,197,922
14,211,075







Hong Leong Finance Berhad





Turnover *
109,494
51,516
193,597
97,163

Profit before tax
63,440
8,615
96,657
21,530

Total assets
10,377,308
9,313,549
10,377,308
9,313,549







Hong Leong Leasing Sdn Bhd





Turnover *
1,014
(1,068)
259
(1,178)

Profit before tax
531
(7,088)
(463)
(7,348)

Total assets
88,113
112,899
88,113
112,899







HL Leasing Sdn Bhd





Turnover *
834
1,933
1,034
3,231

Profit before tax
820
1,032
982
1,434

Total assets
23,223
161,092
23,223
161,092







Others





Turnover *
3,219
1,889
6,006
2,778

Profit before tax
1,584
658
3,136
781

Total assets
45,151
24,928
45,151
24,928







Consolidation Adjustment





Turnover *
1,565
(1,050)
(1,609)
(1,323)

Profit before tax
-
-
-
-

Total assets
(477,132)
(521,871)
(477,132)
(521,871)







Grand Total
       
       



Turnover *
268,887
185,921
496,681
374,778

Profit before tax
115,470
12,114
201,471
72,990

Total assets
26,254,585
23,301,672
26,254,585
23,301,672


      * Turnover represents Net Interest Income + Non-Interest Income + Islamic Banking    

                     Income   

16
(b) Segmental reporting on loans, advances and financing analysed by their  

                  economic purposes

The Group
The Bank



Current Quarter

Financial 

Year

Current 

Quarter

Financial 

Year



Ended 31/12/1999

Ended 30/06/1999

Ended

 31/12/1999

Ended 30/06/1999



RM'000

RM'000

RM'000

RM'000












Agriculture
          196,905 

             150,134 

          154,856 

125,450


Mining & quarrying
            60,207 

             68,264 

            25,935 

30,317


Manufacturing
      2,394,027 

        2,310,856 

      2,119,339 

2,055,150


Electricity, gas & water
            35,163 

               32,394 

      8,643 

12,742


 construction
      1,245,919 

          1,330,633 

          652,430 

645,114


Real estate
          166,362 

             136,800 

            67,383 

85,587


Purchase of landed 

 property:









 - residential
      2,459,245 

          2,247,171 

      1,639,900 

1,469,093


 - non-residential
      1,488,852 

          1,390,860 

      1,296,936 

1,198,737


General Commerce
      1,491,240 

         1,323,048 

      1,234,521 

1,130,054


Transport, storage & 









  communication
348,217

363,553

       232,548 

251,122


Finance, insurance &       









   business services
      1,053,970 

             927,664 

      1,022,174 

990,842


Purchase of securities
          892,648 

             815,837 

          562,745 

594,234


Purchase of transport      









  vehicles
2,380,614

          2,425,785 

               4,994 

5,066


Consumption credit
          645,953 

             683,907 

          644,079 

681,956


Others
      1,278,594

          1,598,743 

          701,586 

558,404












Total
    16,137,916 

        15,805,649 

    10,368,069 

9,833,868

16
(c) Non-performing loans

The Group
The Bank



Current Quarter

Financial Year 

Current Quarter

Financial Year 



Ended 31/12/1999

Ended 30/06/1999

Ended 31/12/1999

Ended 30/06/1999



RM'000

RM'000

RM'000

RM'000











Opening balance @ July 1

2,085,005

      1,660,514 

990,452

        666,107 

Non-performing during the  

 









  period/ year (gross)

502,358

      1,555,024 

345,768

         961,921 

Amount sold to Danaharta 

(128,200)

      (271,438)

(52,457)

        (76,471)

Accrued interest

115,148

         158,933 

62,897

         139,942 

Amount recovered

(145,960)

      (276,236)

(99,078)

    (205,712)

NPL classified as 











 performing

(296,053)

      (608,930)

(199,965)

      (386,963)

Amount written off

(10,222)

     (132,862)

(7,587)

    (108,372)

Closing balance @ Dec 31/June 30

2,122,076

      2,085,005 

1,040,030

      990,452 











Total net non-performing loans

  performing loans 









(and financing)* @ Dec 31/June 30

1,134,355

1,274,814

482,182

  536,423 

(as a % of total loans)*   


  
7.0%

8.0%

4.7%

5.4%











* net of specific provision and 

    interest-in-suspense









16
(d) Loan loss provision

Movements in the provision for bad and doubtful debts (and financing) and interest-in-suspense (income-in-suspense) accounts are as follows :

The Group
The Bank


Current Quarter

Financial Year 

Current Quarter

Financial Year 


Ended 31/12/1999

Ended 30/06/1999

Ended 31/12/1999

Ended 30/06/1999


RM'000

RM'000

RM'000

RM'000

General provision (GP)








Opening balance @ July 1
303,700

      292,422 

198,146

      193,526 

Provisions made during the period
6,275

        12,603 

8,211

           5,945 

Amount transferred to specific provision
-

-

-

-

Exchange difference
242

       (1,325)

242

       (1,325)










Closing balance @ Dec 31/June 30
310,217

      303,700 

206,599

      198,146 










(as % of total loans less SP and IIS)
1.9%

1.9%

2.0%

2.0%



















Specific provision (SP)








Opening balance @ July 1
534,463

      342,277 

332,037

       191,946 

Provisions made during the period
122,165

       430,179 

74,765

       263,696 

Amount transferred from GP
-

-

-

-

Amount sold to Danaharta
(5,412)

      (98,754)

(5,412)

     (14,531)

Amount recovered
(1,565)

      (24,414)

(1,565)

        (9,793)

Amount written off
(3,464)

   (110,251)

(3,505)

     (94,707)

Exchange difference
1,377

       (4,574)

1,377

        (4,574)










Closing balance @ Dec 31/June 30
647,564

      534,463 

397,697

      332,037 

16
(d) Loan loss provision (continued)

The Group
The Bank


Current Quarter

Financial Year 

Current Quarter

Financial Year 


Ended 31/12/1999

Ended 30/06/1999

Ended 31/12/1999

Ended 30/06/1999


RM'000

RM'000

RM'000

RM'000

Interest-in-suspense (income in 

 suspense)
 







Opening balance @ July 1
275,728

       149,094 

121,992

        59,836 

Provisions made during the period
149,563

       274,204 

74,542

      139,942 

Amount sold to Danaharta
(24,002)

     (43,880)

(8,353)

      (11,296)

Amount recovered
(59,054)

     (76,394)

(25,952)

     (49,249)

Amount written off
(2,476)

     (26,552)

(2,476)

      (16,497)

Exchange difference
398

          (744)

398

          (744)










Closing balance @ Dec 31/June 30
340,157

      275,728 

160,151

      121,992 










16
(e) Amount recoverable from Danaharta 
The Group
The Bank



Current Quarter

Financial Year 

Current Quarter

Financial Year 



Ended 31/12/1999

Ended 30/06/1999

Ended 31/12/1999

Ended 30/06/1999



RM’000

RM'000

RM'000

RM'000











Opening balance @ July 1

7,982

-

6,968

-

Amount arising during the  

 period/year

20,358

108,069

20,296

22,578

Provision made during the 

 period/year

(6,599)

(100,087)

(6,468)

(15,610)

Amount recovered









Amount written-off









Closing balance @ Dec 31/June 30

21,741

7,982

20,796

6,968











17
Comments on material changes in the profit before tax for the quarter

For the current quarter, the Group registered a pre-tax profit of RM115.5 million as compared to RM86.0 million in the preceding quarter, an increase of 34% or RM29.5 million. This significant improvement in profitability was mainly due to lower cost of funds resulting in better interest margins, and an overall increase in business volume. 

18
Review of performance of the Bank and its principal subsidiaries

The Group for the half-year ended 31 December 1999 achieved a pre-tax profit of RM201.5 million as compared to RM73.0 million for the corresponding period in the previous year, representing an increase of 176% or RM128.5 million. This impressive growth was mainly due to better interest margins as well as the increase in business volume for both the Bank and Hong Leong Finance (“HLF”), and the strong recovery of the Malaysian economy.

The Bank recorded an astounding improvement in profitability, with a 79% increase in pre-tax profits from RM56.6 million to RM101.2 million. Significantly lower provisions made for loan loss in the current period of RM81.3 million as compared to the previous year of RM124.1 million were indicative of the sound asset and risk management policies of the Bank. Furthermore, the relative interest rate stability in the country during the period under review as well as a healthy credit growth by the Bank resulted in stronger interest margins as compared to the preceding year. The Bank also continued to invest into expanding its operations in conjunction with the economic revival, and launched extensive promotional campaigns as well as introduced innovative new products and services to capitalise on this growth and to further enhanced the Bank’s profile in the local banking industry in order to better reach out to its customers. 

The Group’s finance arm, Hong Leong Finance a wholly owned subsidiary of the Bank recorded an increase in profits of RM75.2 million, from RM21.5 million in the previous year to RM96.7million in the current period. This was due mainly to better interest margins earned from its fixed-rate hire purchase loans against low deposit rates in the current low interest rate environment, in stark contrast to the higher interest rates situation in the preceding year. 

19
Current year prospects

Baring unforeseen circumstances, it is anticipated that the economy recovery and efforts taken to improve operating efficiency are likely to have a favourable impact on the results of the Group for the remaining of the current financial year.

20
Variance of actual profit from forecasted profit

This note is not applicable to the Group.

21
Dividend

No interim ordinary dividend has been declared.
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