Explanatory Notes 

1
Basis of preparation  
The financial statements of the Group and of the Bank have been prepared in accordance with Malaysian Accounting Standards Board (“MASB”): 26 Interim Financial Reporting and Chapter 9 Part K of the Listing Requirements of the Kuala Lumpur Stock Exchange and should be read in conjunction with the Group’s financial statement for the year ended 30 June 2002 

The accounting policies and methods of computation adopted in these financial statements are consistent with those adopted in the annual financial statement for the year ended 30 June 2002.

2
Status of matters giving rise to the auditor’s qualified report in the annual financial statement for the year ended 30 June 2002. 

There was no qualified report issued by the auditors in the annual financial statement for the year ended 30 June 2002.

3
Exceptional items 

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

4
Extraordinary items  

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

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

The effective tax rate for the Group for the financial period is higher than the statutory rate of taxation due to non-deductibility of certain expenses.

6 Pre-acquisition profits

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

7
Property, plant and equipment 

The valuations of land and building have been brought forward without amendment from the previous annual financial statement.  

8
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.

9
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.

10
The effect of changes in the composition of the Group 
There were no changes in the composition of the Group for the financial period under review.

11
Corporate developments

On 22 October 2002, the shareholders of the Bank approved proposals to amend the Bye-Laws of the Executive Share Option Scheme ("ESOS") of the Bank and to extend the duration of the Scheme for an additional period of 5 years. The proposals are now subject to approvals being obtained from Bank Negara Malaysia and the existing ESOS option holders. 

Except for the above, there are no outstanding corporate proposals for the financial period under review.

12
Seasonality or cyclically of operations 
The business operations of the Group have not been affected by any material seasonal and cyclical factors.
13
Issuance and repayment of debt and equity securities 
There were no issuance or repayment of debt and equity securities, share buy back, share cancellation, shares held as treasury shares and resale of treasury shares for the current period under review other than the issuance of new ordinary shares pursuant to the ESOS of the Bank.

During the financial year period ended 30 September 2002, the issued and paid up share capital of the Bank was increased as follows:


Number of  Shares

As at 1 July 2002
1,433,211,434 

Issued pursuant to the exercise of ESOS
1,253,200

As at 30 September 2002
1,434,464,634

14
Deposits and debt securities
The Group


Current 

Financial 


Quarter Ended

Year Ended


30/09/2002

30/06/2002


RM’000

RM’000

Deposits from customers









Fixed deposits 




  and negotiable instruments
27,209,196

26,875,347

Others
7,103,443

7,204,670


34,312,639

34,080,017






The maturity structure of fixed    




 deposits and negotiable 




 instruments : 









 One year or less (short term)
25,655,595

26,500,594

 More than one year

 (medium/long term)
1,553,601

374,753


27,209,196

26,875,347

14
Deposits and debt securities (continued)

The Group


Current 

Financial 


Quarter Ended

Year Ended


30/09/2002

30/06/2002


RM’000

RM’000






Deposits and placements of




 banks and other financial




 institutions




Licensed banks
959,791

776,692

Other financial institutions
40,000

444,080


999,791

1,220,772






The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :




  One year or less (short term)
999,791

1,220,772

  More than one year  

 (medium/long term)
-

-


999,791

1,220,772






Obligations  on  securities 




  sold under repurchase




  agreements




  One year or less (short term)
2,278,075

1,947,244

  More than one year    

  (medium/long term)
-

-


2,278,075

1,947,244






15
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 30/09/2002
Ended 30/06/2002

The Group
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM’000
RM’000
RM’000
RM’000







Direct credit substitutes
175,122
175,122
195,988
195,988

Transaction-related contingent items
445,849
222,925
491,178
245,589

Short-term self liquidating trade-





  related contingencies
451,203
90,241
478,025
95,605

Underwriting obligation
-
-
17,467
8,734

Irrevocable commitments to extend 





  credit





 -maturity more than 1 year
3,262,298
1,631,149
2,888,864
1,444,432

 -maturity less than 1 year
5,110,959
-
4,989,249
-

Foreign exchange related contracts
1,307,715
20,498
1,308,314
20,312

Interest rate related contracts
2,204,200
36,210
2,050,680
37,098

Miscellaneous
769
-
818
-

Total
12,958,115
2,176,145
12,420,583
2,047,758







16
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
866,839
820,763
26,057
18,400
1,619
-
-
                 -   

 - swaps
440,876
163,419
157,299
120,158
-
-
-
                 -   











Interest rate related 









 contracts









 - forwards
-
-
-
-
-
-
-
-

 - futures
1,299,200
-
25,200
265,000
285,000
724,000
-
                 -   

 - swaps
905,000
-
-
-
-
905,000
-
                 -   











Total
3,511,915
984,182
208,556
403,558
286,619
1,629,000
-
 -   











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 RM49,163,000 (FYE June 2002 : RM23,301,366) and RM450,000,000(FYE June 2002 : RM307,680,000) 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 period, the amounts of credit risk, measured in terms of the cost to replace the profitable contracts, was RM10,594,699 (FYE June 2002 : RM7,513,685). 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.

17
Material litigation

The Group does not have any pending material litigation which would have a material adverse impact on the financial results of the Group.

18
a) Segmental reporting on revenue, profit and assets

By Business

Segment
Current quarter ended 

30/09/02
Current year-to-date

30/09/02


Operating

Revenue

RM’000
Profit Before Tax

RM’000
Operating

Revenue

RM’000
Profit

Before Tax

RM’000
Total 

Assets

RM’000

Consumer banking
293,197
147,736
293,197
147,736
15,399,122

Business banking
60,746
33,276
60,746
33,276
7,538,766

Investment banking
21,057
16,221
21,057
16,221
18,728,297

Others (including  elimination)
(1,293)
35
(1,293)
35
-

Unallocated assets
-
-
-
-
1,473,314


373,707
197,268
373,707
197,268
43,139,499








By Geographical Segment
Current quarter ended 

30/09/02
Current year-to-date

30/09/02


Operating

Revenue RM’000
Profit Before Tax

RM’000
Operating

Revenue

RM’000
Profit

Before Tax RM’000
Total

Assets

RM’000

Malaysia
364,388
191,965
364,388
191,965
41,691,819

Overseas
9,319
5,303
9,319
5,303
1,447,680


373,707
197,268
373,707
197,268
43,139,499








The Group has a branch operation in Singapore.
18
(b) Segmental reporting on loans, advances and financing analysed by their  

                  economic purposes

The Group


Current 

Financial 


Quarter Ended

Year Ended


30/09/2002

30/06/2002


RM’000

RM’000

Agriculture
216,945

           219,901 

Mining & quarrying
42,589

             48,900 

Manufacturing
2,248,360

         2,291,383 

Electricity, gas & water
71,500

           134,867 

Construction
1,405,352

        1,390,837 

Real estate
210,071

           206,471 

Purchase of landed 

 property:




 - residential
4,217,986

        4,071,172 

 - non-residential
1,825,956

        1,768,806 

General Commerce
1,639,960

         1,706,325 

Transport, storage & 




  communication
309,693

329,735

Finance, insurance &       




   business services
796,235

880,207

Purchase of securities
946,476

929,356

Purchase of transport      




  vehicles
7,691,101

        8,099,333 

Consumption credit
1,794,338

        1,718,902 

Others
1,300,232

        1,289,788 






Total
24,716,794

25,085,983

19
Comments on material changes in the profit before tax for the quarter

The Group recorded an increase in profit before tax of RM46.3 million or 32% for the current quarter as compared to the fourth quarter of 2001/02 to stand at RM197.3 million. This was mainly due to a significant reduction in loan loss provisions of RM47.3 million as a result of the Group’s recovery efforts of its non-performing accounts as well as its strict monitoring of asset quality. In addition, costs continued to be managed effectively in the current quarter as operating expenses reduced by RM0.8 million. Hence cost to income ratio of the Group improved from 34.2% in the fourth quarter of 2001/02 to 33.7% in the current quarter.  
20
Review of performance of the Bank and its principal subsidiaries

For the first quarter of 2002/03, the Bank reported a 4% or RM3.7 million increase in profit before tax to stand at RM95.6 million as compared to the previous corresponding quarter of RM91.9 million. This increase was mainly due to a drop in loan loss provisions of RM11.1 million for the quarter ended 30 September 2002. This was as a result of lower specific provisions as well as higher recoveries in the current quarter as the Bank continued to intensify its collection efforts in order to recover its non-performing accounts. Costs continued to be managed effectively by the Bank with an increase of 4% or RM3.4 million as compared to September 2001. 

However, net interest income was slightly lower by RM0.7 million in the current quarter as compared to the previous corresponding quarter. This was due mainly to the higher base lending rate (BLR) in the first quarter of 2001 at 6.8% as compared to the current prevailing BLR of 6.4%. The Bank continued its aggressive push towards retail lending with strong growths in its mortgage related loans in order to offset the tightening margins prevailing in the banking industry. Non interest income recorded a decline of RM5.3 million due mainly to exceptional gains recorded in the trading of bonds in the previous corresponding quarter. Excluding this, the Bank’s other categories of non-interest income recorded commendable growths, particularly in the areas of trade finance, credit cards and selling of unit trust and insurance. 

Hong Leong Finance, the Group’s finance operations, recorded a slight growth in pre-tax profits of 1.1% as compared to the previous corresponding quarter to stand at RM101.6 million due mainly to lower provisions made in the current quarter.  

For the quarter ended 30 September 2002, the Group recorded a growth in profits of RM9.2 million from RM188.1 million in the previous corresponding quarter to RM197.3 million in the current quarter. Hence, earnings per share (basic annualised) rose from 34 sen in September 2001 to 38 sen in September 2002. 

21
Current year prospects 

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

22
Variance of actual profit from forecasted profit

This note is not applicable to the Group.
23
Earnings per share 
a) Basic earnings per share
Basic earnings per share is calculated by dividing the profit after taxation by the weighted average number of ordinary shares in issue during the period.


Current
Corresponding
Current
Corresponding


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


30/09/2002
30/09/2001
30/09/2002
31/09/2001

Group
 RM’000 
 RM’000 
 RM’000 
 RM’000 







Profit after taxation
136,922
122,983
136,922
122,983







Weighted average number of ordinary 





  shares in issue (‘000)
1,434,046
1,428,065
1,434,046
1,428,065







Basic earnings per share
9.55
8.61
9.55
8.61

b) Fully diluted earnings per share

For the diluted earnings per share, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all dilutive potential ordinary shares.  During the financial period ended 30 September 2002, the Group has one category of dilutive potential ordinary shares: ESOS granted to executive employees.

Current
Corresponding
Current
Corresponding


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


30/09/2002
30/09/2001
30/09/2002
31/09/2001

Group
 RM’000 
 RM’000 
 RM’000 
 RM’000 







Profit after taxation
136,922
122,983
136,922
122,983







Weighted average number of ordinary
  shares in issue:





- during the year ('000)
1,434,046
1,428,065
1,434,046
1,428,065

- adjustment for ('000):

  (a)  warrants

  (b)  share options
2,598
-
2,598
-

- for computation purpose of fully

   diluted earnings
1,436,644
1,428,065
1,436,644
1,428,065







Fully diluted earnings per share (sen)
9.53
8.61
9.53
8.61

24
Dividend


No interim dividend has been recommended for the current quarter.
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6

