HONG LEONG BANK BERHAD

NOTES TO THE INTERIM FINANCIAL STATEMENTS

FOR THE PERIOD ENDED 31 MARCH 2003


1
Basis of preparation  
The interim 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 audited annual financial statements for the year ended 30 June 2002. 

The accounting policies and methods of computation adopted in these interim financial statements are consistent with those adopted in the audited 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
Seasonality or cyclicality of operations 
The business operations of the Group have not been affected by any material seasonal and cyclical factors.
4
Exceptional items 

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

5
Extraordinary items  

There were no extraordinary items reported for the financial period under review.
6
Changes in estimates of amounts reported previously

There were no changes in estimates of amounts reported in prior financial period that may have a material effect in the current period.

7
Pre-acquisition profits

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

8
Property, plant and equipment 

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

9
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.

10
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 period ended 31 March 2003, 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
	1,420,200

	As at 31 March 2003
	1,434,631,634


11
Commitments and contingencies 
In the normal course of business, the Group makes various commitments and incurs 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 31/03/2003
	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
	152,137
	152,137
	195,988
	195,988

	Transaction-related contingent items
	454,906
	227,453
	491,178
	245,589

	Short-term self liquidating trade-
	
	
	
	

	  related contingencies
	416,426
	83,285
	478,025
	95,605

	Underwriting obligation
	-
	-
	17,467
	8,734

	Other assets sold with recourse and
	
	
	
	

	  commitments with certain drawdown
	3,205
	3,205
	-
	-

	Irrevocable commitments to extend 
	
	
	
	

	  Credit
	
	
	
	

	 -maturity more than 1 year
	3,386,810
	1,693,405
	2,888,864
	1,444,432

	 -maturity less than 1 year
	6,030,286
	-
	4,989,249
	-

	Foreign exchange related contracts
	1,005,974
	18,150
	1,308,314
	20,312

	Interest rate related contracts
	2,120,900
	27,893
	2,050,680
	37,098

	Miscellaneous
	646
	-
	818
	-

	Total
	13,571,290
	2,205,528
	12,420,583
	2,047,758
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a) Segmental reporting on revenue, profit and assets
	
   
	
	Current Quarter Ended 31/03/2003
	

	
	By Business Segment
	Consumer
	Business
	
	
	
	

	
	RM’000
	Banking
	Banking
	Treasury
	Others
	Total
	

	
	External Revenue
	125,005
	139,970
	114,717
	(541)
	379,151
	

	
	Inter-segment revenue
	153,006
	(58,675)
	(94,331)
	-
	-
	

	
	Segment revenue
	278,011
	81,295
	20,386
	(542)
	379,151
	

	
	Finance and operating costs
	(115,301)
	(11,243)
	(1,975)
	374
	(128,145)
	

	
	Operating Profit
	162,710
	70,052
	18,411
	(167)
	251,006
	

	
	Loan loss provision
	(40,259)
	1,573
	-
	(102)
	(38,788)
	

	
	Segment result before tax 
	122,451
	71,625
	18,411
	(269)
	212,218
	

	
	
	
	
	
	
	
	

	
	
	Current Year-to-date 31/03/2003
	

	
	
	Consumer
	Business
	
	
	
	

	
	RM’000
	Banking
	Banking
	Treasury
	Others
	Total
	

	
	External Revenue
	403,905
	378,109
	330,030
	(405)
	1,111,639
	

	
	Inter-segment revenue
	455,869
	(184,671)
	(271,198)
	-
	-
	

	
	Segment revenue
	859,774
	193,438
	58,832
	(405)
	1,111,639
	

	
	Finance and operating costs
	(337,988)
	(31,763)
	(5,029)
	1,051
	(373,729)
	

	
	Operating Profit
	521,786
	161,675
	53,803
	646
	737,910
	

	
	Loan loss provision
	(103,351)
	(28,935)
	-
	(102)
	(132,388)
	

	
	Segment result before tax 
	418,435
	132,740
	53,803
	544
	605,522
	

	
	Total Assets
	15,112,027
	7,171,367
	19,242,937
	1,716,857
	43,243,188
	

	
	
	
	
	
	
	
	

	
	By Geographical Segment
	Current Quarter Ended 31/03/2003
	Cumulative Year-to-date

31/03/2003
	

	
	RM’000
	Operating Revenue
	Profit Before Tax
	Operating Revenue
	Profit Before Tax
	Total

Assets
	

	
	
	
	
	
	
	
	

	
	Malaysia
	369,932
	211,197
	1,083,030
	586,788
	41,479,430
	

	
	Overseas
	9,219
	1,021
	28,609
	18,734
	1,763,758      
	

	
	
	  379,151 
	    212,218 
	    1,111,639 
	605,522
	43,243,188 
	

	
	The Group has a branch operation in Singapore.
	

	
	The segmental information has been prepared without comparatives as this is the first year of implementation.
	


12
(b) Segmental reporting on loans, advances and financing analysed by their  

                  economic purposes

	The Group


	
	Current
	
	Financial

	
	Quarter Ended
	
	Year Ended

	
	31/03/2003
	
	30/06/2002

	
	RM’000
	
	RM’000

	Agriculture
	236,760
	
	           219,901 

	Mining & quarrying
	52,274
	
	             48,900 

	Manufacturing
	2,302,837
	
	         2,291,383 

	Electricity, gas & water
	47,080
	
	           134,867 

	Construction
	1,195,385
	
	        1,390,837 

	Real estate
	211,985
	
	           206,471 

	Purchase of landed 

 property:
	
	
	

	 - residential
	4,973,575
	
	        4,071,172 

	 - non-residential
	1,845,832
	
	        1,768,806 

	General Commerce
	1,655,018
	
	         1,706,325 

	Transport, storage & 
	
	
	

	  communication
	341,284
	
	329,735

	Finance, insurance &       
	
	
	

	   business services
	727,970
	
	880,207

	Purchase of securities
	838,934
	
	929,356

	Purchase of transport      
	
	
	

	  vehicles
	6,619,165
	
	        8,099,333 

	Consumption credit
	1,773,111
	
	        1,718,902 

	Others
	1,286,476
	
	        1,289,788 

	
	
	
	

	Total
	24,107,686
	
	25,085,983


13
Material events subsequent to the end of the reporting period


There were no material events subsequent to the end of reporting period.

HONG LEONG BANK BERHAD

ADDITIONAL INFORMATION REQUIRED BY THE  LISTING REQUIREMENTS OF THE KUALA LUMPUR STOCK EXCHANGE

1
Review of performance for the financial year-to-date against previous corresponding period

The Group achieved profit before taxation of RM605.5 million for the nine months ended 31 March 2003 as compared to RM555.2 million in the previous corresponding period representing a growth of 9%. Annualised earning per share rose to 39.2 sen from 34.4 sen accordingly. The Group continues to be strongly capitalised with the risk-weighted capital ratio of the Group at 15.3% and shareholders’ funds at RM3.7 billion. 

Hong Leong Bank reported a substantially higher profit before taxation of RM462.9 million for the nine months ended 31 March 2003, an increase of 56% or RM166.0 million over the previous corresponding period of RM296.9 million. Turnover for the period increased by RM162.0 million to RM790.6 million on the back of higher net interest income and dividend received from subsidiaries. Net loans and deposits from customers continued to register growth of 4.4% and 9.5% respectively compared to a year ago. Total assets grew to RM27.5 billion whilst risk-weighted capital ratio was maintained at 15.0% as at 31 March 2003. 

Hong Leong Finance (HLF), the Bank’s wholly owned finance subsidiary, recorded profit before taxation of RM317.5 million for the nine months ended 31 March 2003 as compared to RM314.8 million in the previous corresponding period. 

2
Review of performance of current quarter against preceding quarter

The Group recorded an increase in profit before tax of RM16.2 million or 8.3% for the current quarter as compared to the preceding quarter to stand at RM212.2 million. This was mainly due to higher net interest income and lower loss loan provision for the current quarter. Cost to income remained low at 33.8%.

3
Current year prospects 

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

4
Variance of actual profit from forecasted profit

This note is not applicable to the Group.

5
Taxation

	
	Current
	
	Corresponding
	
	Current
	
	Corresponding

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

	
	31/03/2003
	
	31/03/2002
	
	31/03/2003
	
	31/03/2002

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

	
	
	
	
	
	
	
	

	Malaysian income tax
	67,566
	
	57,629
	
	207,382
	
	186,604

	Overseas tax
	-
	
	-
	
	-
	
	-

	
	67,566
	
	57,629
	
	207,382
	
	186,604

	Transfer from deferred taxation
	1,150
	
	-
	
	(23,639)
	
	-

	
	68,716
	
	57,629
	
	183,743
	
	186,604


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
Profits on sale of unquoted investments/properties 

There were no material gain or loss on disposal of unquoted 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
Corporate proposals

There is no outstanding corporate proposal for the financial period under review.

9
Deposits and debt securities
	The Group


	
	Current
	
	Financial

	
	Quarter Ended
	
	Year Ended

	
	31/03/2003
	
	30/06/2002

	
	RM’000
	
	RM’000

	Deposits from customers
	
	
	

	
	
	
	

	Fixed deposits 
	
	
	

	  and negotiable instruments
	27,799,684
	
	26,875,347

	Others
	7,568,282
	
	7,204,670

	
	35,367,966
	
	34,080,017

	
	
	
	

	The maturity structure of fixed 
	
	
	

	 deposits and negotiable 
	
	
	

	 instruments : 
	
	
	

	
	
	
	

	 One year or less (short term)
	27,611,563
	
	26,500,594

	 More than one year

 (medium/long term)
	188,121
	
	374,753

	
	27,799,684
	
	26,875,347


9
Deposits and debt securities (continued)

	The Group


	
	Current
	
	Financial

	
	Quarter Ended
	
	Year Ended

	
	31/03/2003
	
	30/06/2002

	
	RM’000
	
	RM’000

	
	
	
	

	Deposits and placements of
	
	
	

	 banks and other financial
	
	
	

	 institutions
	
	
	

	Licensed banks
	564,212
	
	776,692

	Other financial institutions
	348,600
	
	444,080

	
	912,812
	
	1,220,772

	
	
	
	

	The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :
	
	
	

	  One year or less (short term)
	912,812
	
	1,220,772

	  More than one year  

 (medium/long term)
	-
	
	-

	
	912,812
	
	1,220,772

	
	
	
	

	Obligations on securities 
	
	
	

	  sold under repurchase
	
	
	

	  agreements
	
	
	

	  One year or less (short term)
	1,478,597
	
	1,947,244

	  More than one year    

  (medium/long term)
	-
	
	-

	
	1,478,597
	
	1,947,244

	
	
	
	


10
Financial instruments with off-balance sheet risk

The Group

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

	Items
	amount
	or less
	mths
	mths
	mths
	yrs
	yrs
	Requirement

	RM‘000
	
	
	
	
	
	
	
	

	Foreign exchange
	
	
	
	
	
	
	
	

	 related contracts
	
	
	
	
	
	
	
	

	 - forwards
	305,217
	221,018
	37,095
	30,566
	16,538
	-
	-
	                 -   

	 - swaps
	700,757
	408,986
	118,304
	38,142
	135,325
	-
	-
	                 -   

	
	
	
	
	
	
	
	
	

	Interest rate related 
	
	
	
	
	
	
	
	

	 contracts
	
	
	
	
	
	
	
	

	 - futures
	406,900
	-
	73,900
	227,000
	76,000
	30,000
	-
	                 -   

	 - swaps
	1,714,000
	30,000
	100,000
	-
	304,000
	1,280,000
	-
	                 -   

	
	
	
	
	
	
	
	
	

	Total
	3,126,874
	660,004
	329,299
	295,708
	531,863
	1,310,000
	-
	 -   

	
	
	
	
	
	
	
	
	


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 RM64,464,000 (FYE June 2002: RM23,301,366) and RM400,000,000 (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 Group has a gain position. As at end of the financial period, the amount of credit risk, measured in terms of the cost to replace the profitable contracts, was RM10,798,480 (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 the same as those applied for the audited annual financial statements.

11
Material litigation

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

12
Dividend

a) An interim dividend in respect of the half year ended 31 December 2002 amounting to RM62.0 million was  paid on 25 March 2003. 

b) No interim dividend has been recommended for the current quarter.

c) Total dividend for the financial period: 6.0 sen less tax at 28%.  

13
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

	
	31/03/2003
	31/03/2002
	31/03/2003
	31/03/2002

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

	
	
	
	
	

	Profit after taxation
	143,502
	119,406
	421,779
	368,616

	
	
	
	
	

	Weighted average number of ordinary 
	
	
	
	

	  shares in issue (‘000)
	1,434,617
	1,428,356
	1,434,398
	1,428,161

	
	
	
	
	

	Basic earnings per share (sen)
	10.00
	8.36
	29.40
	25.81


13
Earnings per share (continued)
b) Fully diluted earnings per share

For the fully diluted earnings per share, the weighted average number of ordinary shares in issue is adjusted to assume conversion of all options pursuant to the Bank’s Executive Share Option Scheme (“ESOS”) into ordinary shares.  
	
	Current
	Corresponding
	Current
	Corresponding

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

	
	31/03/2003
	31/03/2002
	31/03/2003
	31/03/2002

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

	
	
	
	
	

	Profit after taxation
	143,502
	119,406
	421,779
	368,616

	
	
	
	
	

	Weighted average number of ordinary
  shares in issue (diluted) (‘000):
	
	
	
	

	- during the year 
	1,434,617
	1,428,356
	1,434,398
	1,428,161

	- adjustment for ESOS options 
	1,222
	1,996
	1,813
	10

	
	1,435,839
	1,430,352
	1,436,211
	1,428,171

	
	
	
	
	

	Fully diluted earnings per share (sen)
	9.99
	8.35
	29.37
	25.81
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