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 annual financial statements and comply with the applicable approved accounting standards issued by the Malaysian Accounting Standards Board (“MASB”).

The results of Wah Tat Bank Berhad (“WTB”) and Credit Corporation (Malaysia) Berhad (“CCM”) which were acquired by the Bank during the year, were  consolidated using the merger method of accounting whereby the results of WTB and CCM were presented as if the merger had been effected throughout the current and previous financial year. 

2
Exceptional items

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

3
Extraordinary items

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

4
Taxation



The Group

The Bank



2001

RM’000

2000

RM’000

2001

RM’000

2000

RM’000

Malaysian income tax

Overseas tax

219,900

-

157,390

-

174,782

-

87,330

-



219,900

157,930

174,782

87,330

Transfer (from)/to deferred taxation

(10,598)

4,446

(1,663)

4,446



209,302

161,836

173,119

91,776

Over provision in respect of prior years



-

(15,993)

-

(522)



209,302

145,843

173,119

91,254

5 Pre-acquisition profits

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

7
Purchase and disposal of quoted securities 

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

8
Changes in the composition of the Group 

The Bank completed the acquisition of 100% equity in WTB and CCM on 26 December 2000 and 29 December 2000 respectively. The High Court of Malaya, had on 29 December 2000, granted Vesting Orders to effect the transfer of the banking business of WTB to the Bank and the transfer of the finance company business of CCM to Hong Leong Finance Berhad, a wholly-owned subsidiary of the Bank. The Vesting Orders had taken effect on 1 January 2001.

There were no other changes in the composition of the Group for the financial year ended 30 June 2001.

9
Corporate developments

The Bank had, on 9 August 2001, announced the proposal to dispose of its 100% equity interest in HLB Unit Trust Management Berhad to HLG Capital Berhad, a 75% subsidiary of Hong Leong Credit Berhad, the holding company of the Bank, for a total cash consideration of RM11 million.

Except for the above, there were no outstanding corporate proposals for the quarter under review. 

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 

(a)
The Bank's 1996/2000 Warrants expired on 20 December 2000 with a total of  6,611,104 warrants being cancelled as the subscription rights to the said warrants were not exercised. To date, 93,018,740 warrants had been exercised into new HLB shares. 

The Bank also redeemed and cancelled the 3% Subordinated Bonds 1995/2000 issued at a nominal value of RM200 million. 

(b)
During the financial year ended 30 June 2001, the issued and paid up share capital of the Bank was increased as follows:


RM




As at 1 July 2000
577,173,514

Issued pursuant to conversion of warrants
49,975,103

Issued in consideration for the purchase of WTB and CCM
223,333,332

Bonus issue (1:1)
577,582,885

As at 30 June 2001
1,428,064,834

12
Deposits and debt securities
The Group
The Bank


Financial 

Financial 

Financial 

Financial 


Year Ended

Year Ended

Year Ended

Year Ended


30/06/2001

30/06/2000

30/06/2001

30/06/2000


RM’000

RM’000

RM’000

RM’000

Deposits from customers

















Fixed deposits 








  and negotiable instruments
25,062,251

23,800,220

12,129,247

10,223,756

Others
6,106,484

5,132,845

5,122,403

3,972,531


31,168,735

28,933,065

17,251,650

14,196,287










The maturity structure of fixed    








 deposits and negotiable 








 instruments : 

















 One year or less (short term)
22,438,847

22,831,634

11,944,073

10,138,932

 More than one year

 (medium/long term)
2,623,404

968,586

185,174

84,824


25,062,251

23,800,220

12,129,247

10,223,756

12
Deposits and debt securities (continued)

The Group
The Bank


Financial 

Financial 

Financial 

Financial 


Year Ended

Year  Ended

Year  Ended

Year Ended


30/06/2001

30/06/2000

30/06/2001

30/06/2000


RM’000

RM’000

RM’000

RM’000










Deposits and placements of








 banks and other financial








 institutions








Licensed banks
1,878,982

778,732

1,663,282

309,859

Other financial institutions
633,050

638,513

488,050

            200,000


2,512,032

1,417,245

2,151,332

509,859










The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :








  One year or less (short term)
2,094,852

1,416,679

1,879,152

509,859

  More than one year  

 (medium/long term)
417,180

566

272,180

-


2,512,032

1,417,245

2,151,332

509,859










Obligations  on  securities 








  sold under repurchase








  agreements








  One year or less (short term)
1,081,141

862,494

1,081,141

862,494

  More than one year    

  (medium/long term)
-

-

-

-


1,081,141

862,494

1,081,141

862,494










Bonds and notes (unsecured)








One year or less (short term)
-

200,000

-

200,000

More than one year    

(medium/long term)
-

-

-

-


-

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:

Financial Year
Financial Year

Ended 30/06/2001
Ended 30/06/2000

The Group
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM ’000
RM ’000
RM ’000
RM ’000







Direct credit substitutes
170,443
170,443
164,692
164,692

Transaction-related contingent items
497,306
248,653
557,180
278,590

Short-term self liquidating trade-





  related contingencies
475,721
95,144
555,742
111,148

Housing loans sold directly and 





  indirectly to Cagamas with recourse
693,886
693,886
1,192,870
1,192,870

Other assets sold with recourse and





  commitments with certain drawdown
-
-
158,903
158,903

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
2,108,469
1,054,234
2,185,152
1,092,576

 -maturity less than 1 year
4,727,183
-
3,085,500
-

Foreign exchange related contracts
2,095,190
47,672
818,207
14,163

Interest rate related contracts
694,400
12,069
516,400
15,856

Miscellaneous
3,562
-
13,821
-

Total
11,466,160
2,322,101
9,248,467
3,028,798







13
Commitments and contingencies (continued)

Financial Year
Financial Year

Ended 30/06/2001
Ended 30/06/2000

The Bank
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM ’000
RM ’000
RM ’000
RM ’000







Direct credit substitutes
168,654
168,654
    151,678
    151,678

Transaction-related contingent items
497,306
248,653
    539,780
    269,890

Short-term self liquidating trade-





  related contingencies
475,721
95,144
552,472
110,494

Housing loans sold directly and 





  indirectly to Cagamas with recourse
227,232
227,232
    407,678
    407,678

Other assets sold with recourse and





  commitments with certain drawdown
-
-
     158,903
     158,903

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
1,523,593
761,797
 1,579,688
   789,844

 -maturity less than 1 year
4,249,536
-
2,295,864
            -   

Foreign exchange related contracts
2,095,190
47,672
 804,147
       14,163

Interest rate related contracts
40,400
2,111
    161,400
      8,854

Miscellaneous
3,562
-
       9,291
            -   

Total
9,281,194
1,551,263
6,660,901
 1,911,504







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
2,009,892
754,924
604,319
620,573
30,076
-
-
                 -   

 - swaps
85,298
29,741
17,968
-
37,589
-
-
                 -   











Interest rate related 









 contracts









 - forwards
-
-
-
-
-
-
-
                 -   

 - futures
10,000
-
-
-
-
-
10,000
                 -   

 - swaps
684,400
-
-
11,400
79,000
594,000
-
                 -   











Total
2,789,590
784,665
622,287
631,973
146,665
594,000
10,000
 -   











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
2,009,892
754,924
604,319
620,573
30,076
-
-
                 -   

 - swaps
85,298
29,741
17,968
-
37,589
-
-
                 -   











Interest rate related 









 contracts









 - forwards
-
-
-
-
-
-
-


 - futures
10,000
-
-
-
-
-
10,000
                 -   

 - swaps
30,400
-
-
11,400
19,000
-
-
                 -   











Total
2,135,590
784,665
622,287
631,973
86,665
-
10,000
 -   











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 year, the amount of contracts which were not hedged and, hence exposed to foreign exchange and interest rate market risk were RM149,211,908 (FYE 2000 : RM32,181,728) and RM10,000,000 (FYE 2000 : RM131,000,000) 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 year, the amounts of credit risk, measured in terms of the cost to replace the profitable contracts, was RM3,135,561 (FYE 2000 : RM961,420). This amount will increase or decrease over the life of the contracts, mainly as a function of maturity dates and market rates or prices.

Related accounting policies

The accounting policies applied for recognising the financial instruments concerned are same as those applied for the annual financial statements.

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
Financial
Financial


Quarter Ended
Quarter Ended
Year Ended
Year Ended


30/06/2001
30/06/2000
30/06/2001
30/06/2000

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







Hong Leong Bank Berhad





Turnover *
362,285
225,188
1,099,273
681,150

Profit before tax
280,276
139,704
684,965
313,182

Total assets
24,474,305
18,506,156
24,474,305
18,506,156







Wah Tat Bank Berhad 





Turnover *
                    - 
10,512
       23,714 
37,573

Profit before tax
                 (12)
2,744
         7,398 
11,120

Total assets
            13,087 
998,327
       13,087 
998,327







Hong Leong Finance Berhad





Turnover *
          194,964 
117,375
      601,345 
413,168

Profit before tax
          108,886 
56,745
      338,038 
201,269

Total assets
      15,832,277 
11,132,551
 15,832,277 
11,132,551







Credit Corporation (M) Berhad





Turnover *
                   -   
80,270
      145,948 
302,918

Profit before tax
                   -   
45,870
       42,648 
118,427

Total assets
            10,645 
5,076,899
       10,645 
5,076,899







Hong Leong Leasing Sdn Bhd





Turnover *
                623 
1,402
         1,405 
1,846

Profit before tax
             (6,622)
2,036
        (6,004)
1,303

Total assets
            82,161 
88,097
       82,161 
88,097







HL Leasing Sdn Bhd





Turnover *
                194 
181
            772 
1,417

Profit before tax
                192 
177
            765 
1,361

Total assets
            22,760 
23,177
       22,760 
23,177







HLB Unit Trust Management Bhd





Turnover *
              2,577 
3,345
       11,322 
10,795

Profit before tax
                965 
2,010
         3,771 
5,152

Total assets
            12,389 
33,962
       12,389 
33,962







Others





Turnover *
                636 
(2,241)
         1,917 
3,002

Profit before tax
                380 
(996)
         1,063 
1,991

Total assets
            20,482 
16,088
       20,482 
16,088







Consolidation Adjustment





Turnover *
         (164,748)
            (61,404)
     (386,798)
(66,460)

Profit before tax
         (251,568)
(58,550)
     (469,096)
(58,550)

Total assets
         (924,495)
(511,521)
     (924,495)
(511,521)







Grand Total





Turnover *
396,531
374,628
1,498,898
1,385,409

Profit before tax
132,497
189,740
603,548
595,255

Total assets
39,543,611
35,363,736
39,543,611
35,363,736


      * 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


Financial 

Year

Financial 

Year

Financial 

Year

Financial 

Year


Ended 30/06/2001

Ended 30/06/2000

Ended

 30/06/2001

Ended 30/06/2000


RM’000

RM’000

RM’000

RM’000










Agriculture
225,845

263,796

196,045

          199,230 

Mining & quarrying
50,885

60,909

29,333

            28,604 

Manufacturing
2,290,261

2,291,523

2,101,639

      1,972,174 

Electricity, gas & water
30,862

38,506

9,278

      10,384

Construction
1,543,088

1,541,359

835,967

          675,122 

Real estate
218,420

183,603

124,458

          26,154 

Purchase of landed 

 property:








 - residential
3,630,100

3,109,741

2,317,180

      1,820,022 

 - non-residential
1,871,960

1,768,049

1,601,204

      1,345,406

General Commerce
1,680,653

1,797,041

1,507,982

      1,346,481

Transport, storage & 








  communication
352,718

434,573

192,717

    196,586 

Finance, insurance &       








   business services
972,774

1,029,383

868,591

     899,387 

Purchase of securities
862,793

988,209

504,081

          523,766 

Purchase of transport      








  vehicles
7,325,745

5,748,057

6,762

               4,867 

Consumption credit
1,450,760

1,227,827

1,448,645

        1,054,099 

Others
1,188,647

1,246,270

688,329

          583,839










Total
23,695,511

21,728,846

12,432,211

    10,686,121 

16
(c) Non-performing loans

The Group
The Bank


Financial Year 

Financial Year 

Financial Year 

Financial Year 


Ended 30/06/2001

Ended 30/06/2000

Ended 30/06/2001

Ended 30/06/2000


RM’000

RM’000

RM’000

RM’000










Opening balance @ July 1
2,340,371

2,608,926

1,015,512

990,452

Non-performing during the 








  year (gross)
2,501,003

1,503,626

1,401,264

830,533

Amount transferred from subsidiary company 
-

-

77,981

-

Amount sold to Danaharta 
-

(189,423)

-

(52,457)

Accrued interest
134,521

167,493

117,429

148,212

Amount recovered
(608,359)

(457,320)

(325,569)

(218,607)

NPL classified as 








 performing
(884,434)

(890,258)

(616,594)

(411,897)

Amount written off
(467,338)

(402,673)

(205,989)

(270,724)

Closing balance @ June 30
3,015,764

2,340,371

1,464,034

1,015,512










Total net non-performing loans








(and financing)*@ June 30
1,858,832

1,304,100

901,624

592,089

(as a % of total loans)*   
8.0%

6.0%

7.5%

5.5%










* net of specific provision and 

    interest-in- suspense








For the financial year ended 30 June 2000, non-performing loans (NPL) for WTB and CCM were classified at 6 months, in contrast to the current year ended 30 June 2001 in which WTB and CCM’s NPL were streamlined to HLB Group’s classification of 3 months. 



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


Financial Year 

Financial Year 

Financial Year 

Financial Year 


Ended 30/06/2001

Ended 30/06/2000

Ended 30/06/2001

Ended 30/06/2000


RM’000

RM’000

RM’000

RM’000

General provision (GP)








Opening balance @ July 1
391,828

376,235

190,181

198,146

Provisions made/(write back)  during the year
22,351

15,771

(1,070)

(7,787)

Amount transferred from subsidiary company
-

-

10,559

-

Amount transferred to SP
(2,539)

-

(2,539)

-

Exchange difference
(582)

(178)

(582)

(178)

Closing balance @ June 30
411,058

391,828

196,549

190,181








 

(as % of total loans less SP and IIS)
1.8%

1.8%

1.6%

1.8%










Specific provision (SP)








Opening balance @ July 1
624,763

643,719

276,544

332,037

Provisions made during the year
471,714

432,194

279,675

188,097

Amount transferred from subsidiary company
-

-

569

-

Amount transferred from GP
2,539

-

2,539

-

Amount sold to Danaharta
-

(5,412)

-

(5,412)

Amount recovered
(91,389)

(141,592)

(40,495)

(37,767)

Amount transferred to provision for diminution in value
(20,931)

(3,539)

(20,931)

(3,539)

Amount written off
(304,515)

(299,717)

(137,356)

(195,982)

Exchange difference
(1,165)

(890)

(1,165)

(890)

Closing balance @ June 30
681,016

624,763

359,380

276,544

16
(d) Loan loss provision (continued)

The Group
The Bank


Financial Year 

Financial Year 

Financial Year 

Financial Year 


Ended 30/06/2001

Ended 30/06/2000

Ended 30/06/2001

Ended 30/06/2000


RM’000

RM’000

RM’000

RM’000

Interest-in-suspense (income in 

 suspense)
 







Opening balance @ July 1
411,508

339,587

146,879

121,992

Provisions made during the year
285,558

296,773

168,639

156,957

Amount transferred from subsidiary company 
-

-

16,251

-

Amount sold to Danaharta
-

(28,968)

-

(7,793)

Amount recovered
(69,426)

(97,090)

(58,680)

(52,229)

Amount transferred to provision for diminution in value
(4,701)

(704)

(4,701)

(704)

Amount written off
(146,458)

(98,656)

(64,793)

(71,910)

Exchange difference
(565)

566

(565)

566

Closing balance @ June 30
475,916

411,508

203,030

146,879










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



Financial Year 

Financial Year 

Financial Year 

Financial Year 



Ended 30/06/2001

Ended 30/06/2000

Ended 30/06/2001

Ended 30/06/2000



RM’000

RM’000

RM’000

RM’000











Opening balance @ July 1

62,517

38,050

18,324

6,968

Amount arising during the  

 year

-

48,075

-

20,296

Provision made during the 

year

(21,033)

(18,656)

(5,018)

(8,940)

Amount recovered

-

(4,952)

-

-

Amount written-off

-

-

-

-

Closing balance @June 30

41,484

62,517

13,306

18,324











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

The Group’s profit before tax decreased by RM25.4 million in the current quarter, from RM157.9 million in the previous quarter to RM132.5 million. The decrease in pre-tax profits was primarily due to higher loan loss provisioning in the current quarter.

18
Review of performance of the Bank and its principal subsidiaries

The current financial year was a challenging one, in which the overall economic climate of Malaysia remained weak and the banking system continued to be increasingly competitive. Loan delinquency accordingly rose and consequently loan loss provisions had a significant impact on the bottom line of local financial institutions. In spite of this situation, for the financial year ended 30 June 2001, the Hong Leong Bank Group recorded an improvement in pre-tax profits of RM8.3 million from RM595.2 million in the previous year to RM603.5 million in the current financial year. This was due mainly to higher overall business growth. 

The Bank recorded pre-tax profits of RM685.0 million for the financial year ended 30 June 2001, an increase of 119% or RM371.8 million over the previous financial year. Turnover increased significantly from RM681.2 million in the previous financial year to RM1,099.3 million in the current financial period. The increase was partially due to higher volume of loans of 15.9% and deposits of 21.5%, which resulted in higher net interest income. The Bank also registered higher non-interest income of RM558.0 million in the current financial year as compared to RM205.7 million in the previous corresponding period due to a commendable growth in its fee-based commissions and income as well as higher dividends received from its subsidiaries. In addition, the Bank recorded a net capital gain of RM87.9 million from a capital reduction exercise on its inactive subsidiary companies.

Hong Leong Finance (HLF), the Bank’s wholly owned finance subsidiary recorded pre-tax profits of RM338.0 million as compared to RM201.3 million in the previous year. This was achieved on the back of higher turnover as evidenced by higher business volume due to the integration of CCM into HLF’s operations. The Bank’s unit trust subsidiary, HLB Unit Trust Management, recorded lower pre-tax profits of RM3.8 million as compared to RM5.2 million a year ago as a result of lower sales volume which in turn was due mainly to the bearish sentiments in the local equity market. 

19
Prospects for the new financial year 2001/2002

Barring unforeseen circumstances, the Group is expected to perform satisfactorily in the new financial year.

20
Variance of actual profit from forecasted profit

This note is not applicable to the Group.

21
Dividend

a) A final dividend of 11.0% less income tax of 28% has been  

recommended for the quarter;


(i)
Amount per share: 11.0 sen  (less 28% taxation)

(ii) Previous corresponding quarter: 13.5 sen per share (less 28% taxation)

(iii) In respect of deposited securities, entitlement to dividend will be determined on the basis of the record of depositors as at 1 November 2001.

(iv) Payment date for the dividend is 16 November 2001.

b)
Total dividend for the financial year : 13.5 sen per share (less 28% taxation) (Total for the previous corresponding year : 13.5 sen per share (less 28% taxation))







1
17

