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”). Certain comparative figures have been reclassified to conform with current period’s requirement. 

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 provision for 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 for the financial period under review.

9
Corporate developments

The Bank had, on 9 August 2001, announced the proposal to dispose off 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 consideration of RM11 million.


Except for the above, there were no outstanding corporate proposals for the financial period 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 

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.
12
Deposits and debt securities
The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter  Ended

Year    Ended

Quarter Ended

Year    Ended


31/12/2001

30/06/2001

31/12/2001

30/06/2001


RM’000

RM’000

RM’000

RM’000

Deposits from customers

















Fixed deposits 








  and negotiable instruments
26,595,893

25,062,251

13,180,510

12,129,247

Others
6,535,333

6,106,484

5,550,025

5,122,403


33,131,226

31,168,735

18,730,535

17,251,650










The maturity structure of fixed    








 deposits and negotiable 








 instruments : 

















 One year or less (short term)
25,751,350

22,438,847

13,079,681

11,944,073

 More than one year

 (medium/long term)
844,543

2,623,404

100,829

185,174


26,595,893

25,062,251

13,180,510

12,129,247
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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


31/12/2001

30/06/2001

31/12/2001

30/06/2001


RM’000

RM’000

RM’000

RM’000










Deposits and placements of








 banks and other financial








 institutions








Licensed banks
770,909

1,878,982

         431,309

1,663,282

Other financial institutions
225,000

633,050

            80,000

488,050


995,909

2,512,032

511,309

2,151,332










The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :








  One year or less (short term)
793,889

2,094,852

454,289

1,879,152

  More than one year  

 (medium/long term)
202,020

417,180

57,020

272,180


995,909

2,512,032

511,309

2,151,332










Obligations  on  securities 








  sold under repurchase








  agreements








  One year or less (short term)
2,066,505

1,081,141

2,066,505

1,081,141

  More than one year    

  (medium/long term)
-

-

-

-


2,066,505

1,081,141

2,066,505

1,081,141










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 31/12/2001
Ended 30/06/2001

The Group
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM ’000
RM ’000
RM ’000
RM ’000







Direct credit substitutes
207,448
207,448
170,443
170,443

Transaction-related contingent items
523,697
261,849
497,306
248,653

Short-term self liquidating trade-





  related contingencies
449,642
89,928
475,721
95,144

Other assets sold with recourse and





  commitments with certain drawdown
-
-
-
-

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
2,357,946
1,178,973
2,108,469
1,054,234

 -maturity less than 1 year
4,755,413
-
4,727,183
-

Foreign exchange related contracts
1,253,625
28,304
2,095,190
47,672

Interest rate related contracts
773,000
11,101
694,400
12,069

Miscellaneous
1,122
-
3,562
-

Total
10,321,893
1,777,603
10,772,274
1,628,215
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Commitments and contingencies (continued)

Current Quarter
Financial Year

Ended 31/12/2001
Ended 30/06/2001

The Bank
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM ’000
RM ’000
RM ’000
RM ’000







Direct credit substitutes
205,849
205,849
168,654
168,654

Transaction-related contingent items
523,697
261,849
497,306
248,653

Short-term self liquidating trade-





   related contingencies
449,642
89,928
475,721
95,144

Other assets sold with recourse and





  commitments with certain drawdown
-
-
-
-

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
1,772,756
886,378
1,523,593
761,797

 -maturity less than 1 year
4,322,308
-
4,249,536
-

Foreign exchange related contracts
1,253,625
28,304
2,095,190
47,672

Interest rate related contracts
119,000
2,811
40,400
2,111

Miscellaneous
1,122
-
3,562
-

Total
8,647,999
1,475,119
9,053,962
1,324,031







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
    1,148,575 
          249,950 
          170,253 
      334,010 
    394,362 
-
-
                 -   

 - swaps
        105,050 
            59,759 
            45,291 
                  -   
                -   
-
-
                 -   











Interest rate related 









 contracts









 - forwards
-
-
-
-
-
-
-
                 -   

 - futures
        754,000 
            60,000 
          100,000 
      539,000 
      55,000 
-
-
                 -   

 - swaps
          19,000 
                      -   
                      -   
        19,000 
                -   
-
-
                 -   











Total
    2,026,625 
          369,709 
          315,544 
      892,010 
    449,362 
-
-
 -   











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
    1,148,575 
          249,950 
          170,253 
      334,010 
    394,362 
-
-
                 -   

 - swaps
        105,050 
            59,759 
            45,291 
                  -   
                -   
-
-
                 -   











Interest rate related 









 contracts









 - forwards
-
                      -   
                      -   
        - 
-
-
-


 - futures
        100,000 
                      -   
                      -   
        45,000 
      55,000 
-
-
                 -   

 - swaps
          19,000 
                      -   
                      -   
        19,000 
                -   
-
-
                 -   











Total
    1,372,625 
          309,709 
          215,544 
      398,010 
    449,362 
-
-
 -   
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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 period, the amount of contracts which were not hedged and, hence exposed to foreign exchange and interest rate market risk were RM66,962,345 (FYE 2001 : RM149,211,908) and RM100,000,000 (FYE 2001 : 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 Group has a gain position. As at end of the financial period, the amounts of credit risk, measured in terms of the cost to replace the profitable contracts, was RM1,612,092 (FYE 2001 :  RM3,135,561). 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 the 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 effect 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


31/12/2001
31/12/2000
31/12/2001
31/12/2000

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







Hong Leong Bank Berhad





Turnover *
241,110
194,171
448,279
364,558

Profit before tax
127,863
74,334
219,782
158,552

Total assets
25,135,902
22,475,678
25,135,902
22,475,678







Wah Tat Bank Berhad 





Turnover *
-
14,699
-
23,713

Profit before tax
-
4,611
-
7,410

Total assets
13,087
1,059,312
13,087
1,059,312







Hong Leong Finance Berhad





Turnover *
212,699
105,991
409,397
215,249

Profit before tax
112,182
61,220
212,645
121,787

Total assets
16,898,315
11,201,658
16,898,315
11,201,658







Credit Corporation (M) Berhad





Turnover *
-
63,236
-
145,948

Profit before tax
-
13,104
-
42,648

Total assets
10,338
5,382,287
10,338
5,382,287







Hong Leong Leasing Sdn Bhd





Turnover *
(595)
1,308
(544)
628

Profit before tax
(2,433)
1,269
(8,010)
490

Total assets
79,550
87,952
79,550
87,952







HL Leasing Sdn Bhd





Turnover *
39
195
234
387

Profit before tax
37
194
231
384

Total assets
4,724
23,466
4,724
23,466







HLB Unit Trust Management Bhd





Turnover *
2,103
2,773
4,339
6,374

Profit before tax
(15)
829
802
2,350

Total assets
11,635
17,380
11,635
17,380







Others





Turnover *
366
521
786
934

Profit before tax
189
375
435
568

Total assets
17,553
32,823
17,553
32,823







Consolidation Adjustment





Turnover *
(48,745)
(22,493)
(50,294)
(24,739)

Profit before tax
(47,700)
(21,000)
(47,700)
(21,000)

Total assets
(846,173)
(730,743)
(846,173)
(730,743)







Grand Total





Turnover *
406,977
360,401
812,197
733,052

Profit before tax
190,123
134,936
378,185
313,189

Total assets
41,324,931
39,549,813
41,324,931
39,549,813


      * 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 31/12/2001

Ended 30/06/2001

Ended

 31/12/2001

Ended 30/06/2001


RM’000

RM’000

RM’000

RM’000










Agriculture
           254,552 

225,845

       230,166 

196,045

Mining & quarrying
44,589

50,885

         25,197 

29,333

Manufacturing
        2,287,149 

2,290,261

    2,126,623 

2,101,639

Electricity, gas & water
           106,597 

30,862

         87,390 

9,278

Construction
        1,463,937 

1,543,088

       810,688 

835,967

Real estate
           425,588 

218,420

       330,894 

124,458

Purchase of landed 

 property:








 - residential
        3,899,171 

4,323,986

    2,554,843 

2,544,412

 - non-residential
        1,866,638 

1,871,960

    1,603,244 

1,601,204

General commerce
1,691,596

1,680,653

    1,546,858 

1,507,982

Transport, storage & 








  communication
337,573

352,718

200,928

192,717

Finance, insurance &       








   business services
703,588

972,774

620,304

868,591

Purchase of securities
862,491

862,793

485,936

504,081

Purchase of transport      








  vehicles
        8,451,185 

7,325,745

6,727

6,762

Consumption credit
        1,680,764 

1,450,760

1,678,652

1,448,645

Others
        1,184,449 

1,188,647

724,071

688,329


 







Total
25,259,867

24,389,397

13,032,521

12,659,443

16
(c) Non-performing loans

The Group
The Bank


Current Quarter

Financial Year 

Current Quarter

Financial Year 


Ended 31/12/2001

Ended 30/06/2001

Ended 31/12/2001

Ended 30/06/2001


RM’000

RM’000

RM’000

RM’000










Opening balance @ July 1
3,015,764

2,340,371

1,464,034

1,015,512

Non-performing during the 








  period/ year (gross)
1,229,518

2,501,003

528,722

1,401,264

Amount transferred from








   subsidiary company
-

-

-

77,981

Amount sold to Danaharta 
-

-

-

-

Accrued interest
79,058

134,521

69,976

117,429

Amount recovered
(278,486)

(608,359)

(118,636)

(325,569)

NPL classified as 








 performing
(583,435)

(884,434)

(264,925)

(616,594)

Amount written off
(121,512)

(467,338)

(121,512)

(205,989)

Closing balance @ Dec 31/June 30
3,340,907

3,015,764

1,557,659

1,464,034










Total net non-performing loans








(and financing)*@ Dec 31/June 30
2,016,628

1,858,832

978,016

901,624

(as a % of total loans)*   
8.4%

8.0%

7.8%

7.5%










* 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 31/12/2001

Ended 30/06/2001

Ended 31/12/2001

Ended 30/06/2001


RM’000

RM’000

RM’000

RM’000

General provision (GP)








Opening balance @ July 1
411,058

391,828

196,549

190,181

Provisions made/(written back)








   during the year
893

22,351

1,000

(1,070)

Amount transferred from subsidiary








   company
-

-

-

10,559

Amount transferred from provision








   for diminution in value 
876

-

876

-

Amount transferred to SP
-

(2,539)

-

(2,539)

Exchange difference
(120)

(582)

(120)

(582)

Closing balance @ Dec 31/June 30
412,707

411,058

198,305

196,549










(as % of total loans less SP and IIS)
1.7%

1.8%

1.6%

1.6%
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(d) Loan loss provision(continued)

The Group
The Bank


Current Quarter

Financial Year 

Current Quarter

Financial Year 


Ended 31/12/2001

Ended 30/06/2001

Ended 31/12/2001

Ended 30/06/2001


RM’000

RM’000

RM’000

RM’000

Specific provision (SP)








Opening balance @ July 1
681,016

624,763

359,380

276,544

Provisions made during the year
255,059

471,714

110,549

279,675

Amount transferred from subsidiary








  company
-

-

-

569

Amount transferred from GP
-

2,539

-

2,539

Amount sold to Danaharta
-

-

-

-

Amount recovered
(69,927)

(91,389)

(25,575)

(40,495)

Amount transferred to provision for








  diminution in value
-

(20,931)

-

(20,931)

Amount written off 
(80,850)

(304,515)

(80,850)

(137,356)

Exchange difference
(430)

(1,165)

(457)

(1,165)

Closing balance @ Dec 31/June 30
784,868

681,016

363,047

359,380

Interest-in-suspense (income-in- 

 suspense)
 







Opening balance @ July 1
475,916

411,508

203,030

146,879

Provisions made during the period
162,879

285,558

86,174

168,639

Amount transferred from subsidiary








  company
-

-

-

16,251

Amount sold to Danaharta
-

-

-

-

Amount recovered
(59,142)

(69,426)

(32,366)

(58,680)

Amount transferred to provision for








  diminution in value
-

(4,701)

-

(4,701)

Amount written off
(35,994)

(146,458)

(35,994)

(64,793)

Exchange difference
(199)

(565)

(199)

(565)

Closing balance @ Dec 31/June 30
543,460

475,916

220,645

203,030

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



Current Quarter

Financial Year 

Current Quarter

Financial Year 



Ended 31/12/2001

Ended 30/06/2001

Ended 31/12/2001

Ended 30/06/2001



RM’000

RM’000

RM’000

RM’000











Opening balance @ July 1

41,484

62,517

13,306

18,324

Amount arising during the  

 period/year

-

-

-

-

Provision made during the 

 period/year

              (8,885)

(21,033)

              (2,500)

(5,018)

Amount recovered

                  (845)

-

                  (425)

-

Amount written-off

-

-

-

-

Closing balance @ Dec 31/June 30

31,754

41,484

10,381

13,306
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Comments on material changes in the profit before tax for the quarter

The Group’s profit before tax increased by RM2.0 million in the current quarter, from RM188.1 million in the previous quarter to RM190.1 million. The improvement was evident with higher income and lower operating cost. 

18
Review of performance of the Bank and its principal subsidiaries

For the 6 months ended 31 December 2001, the Bank reported a higher pre-tax profit of RM219.8 million, an increase of 39% or RM61.2 million over the previous corresponding period. Turnover for the period recorded an increase of RM83.7 million to arrive at RM448.3 million on the back of higher business volume, as evidenced by the growth in net loans and customer deposits of 11.0% and 10.4% respectively. Net interest income grew by RM22.0 million or 8.0% despite a cut in the BNM intervention rate from 5.50% to 5.00% in September 2001, whilst non-interest income recorded an impressive growth of RM59.3 million or 60%. The Bank’s treasury operations was the primary contributor to the non-interest income performance through its trading and realisation of the Bank’s security holdings. Furthermore, the increase in fee-based income from the Bank’s credit card and trade financing operations also contributed to spur the Bank’s growth in non-interest income. The Bank also received higher dividend income from subsidiaries of RM47.7 million in the current period as compared to RM21.0 million in the previous year as a result of the equally impressive performance of its subsidiaries.  

Hong Leong Finance (HLF), the Bank’s wholly owned finance subsidiary recorded pre-tax profits of RM212.6 million for the 6 months ended December 2001, an increase of over 75% or RM90.9 million over the previous corresponding period. The increased business volume, enhanced further by the integration of CCM’s operations into HLF, resulted in this impressive growth.  However, the Bank’s unit trust subsidiary recorded a decrease in pre-tax profits of RM1.5 million to stand at RM0.8 million for the same period. This decrease was mainly due to the initial marketing expenses incurred in the launching of its new Islamic fund in October 2001.

For the six months ended 31 December 2001, the Group reported a growth in pre-tax profits of 21% from the previous corresponding period to stand at RM378.2 million. Hence, earnings per share (basic) rose from 16.0 sen in the previous corresponding period to 17.5 sen as at 31 December 2001.

19
Current year prospects

Barring unforeseen circumstances, the Group is expected to perform satisfactorily for the remaining part of the current financial year. 

20
Variance of actual profit from forecasted profit

This note is not applicable to the Group.

21
Dividend

a) An  interim dividend of 3.5% less income tax of 28% has been  

            recommended;

b)
(i)
Amount per share: 3.5 sen  (less 28% taxation)

(ii) Previous corresponding year: 2.5 sen (less 28% taxation)


(iii)
Total dividend for the current half year: RM35.9 million net of tax

c) 
Date of entitlement: 26 February 2002.

d)
Date of payment: 12 March 2002.







1
16

