HONG LEONG BANK BERHAD ("HLB" or "Bank")

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED 31 DECEMBER 2003


1
Basis of preparation  
The condensed 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 2003. 

The accounting policies and methods of computation adopted in these condensed financial statements are consistent with those adopted in the audited annual financial statements for the year ended 30 June 2003.

2
Status of matters giving rise to the auditor’s qualified report in the annual financial statements for the year ended 30 June 2003. 

There was no qualified report issued by the auditors in the annual financial statements for the year ended 30 June 2003.

3
Seasonality or cyclicality of operations 
The business operations of the Group and the Bank have not been affected by any material seasonal and cyclical factors.
4
Exceptional items or unusual events affecting financial statements

There were no exceptional items or unusual events that materially affected the financial statements. 

5

Variation from financial estimates reported in preceding financial period/year 

There were no changes in estimates of amounts reported in the prior financial year that may have a material effect in the current period.
6
Issuance and repayment of debt and equity securities 
During the financial period ended 31 December 2003, the issued and paid up share capital of the Bank has increased as follows:


Number of  Shares

As at 1 July 2003
1,434,950,834

Special Issue to Bumiputera investors
143,475,000

Issued pursuant to the exercise of ESOS
1,681,200

As at 31 December 2003
1,580,107,034

7
Dividends Paid 

A final dividend of 18% less income tax at 28% and special tax exempt dividend of 11% amounted to RM344.2 million was paid on 23 October 2003.

8 (a) Group segmental reporting on revenue, profit and assets


   

Current Quarter Ended 31/12/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
127,799
93,657
131,379
352,835



Inter-segment revenue
      152,893 
      (36,548)
      (116,345)
-



Segment revenue
280,692
57,109
15,034
352,835











Segment profit before taxation
135,992
31,168
11,098
178,258



Taxation



     (50,070)



Net profit for the year



     128,188 






















Cumulative Quarter Ended 31/12/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
260,897
201,090
234,055
696,042



Inter-segment revenue
299,137
(74,623)
(224,514)
-



Segment revenue
560,034
126,467
9,541
696,042











Segment profit before taxation
279,453
78,060
1,620
359,133



Taxation



(100,810)



Profit after taxation



258,323











Segment assets
16,040,363
6,763,794
22,033,214
44,837,371



Unallocated assets



          1,406,415 



Total assets



         46,243,786 


8 (a) Group segmental reporting on revenue, profit and assets


   

Current Quarter Ended 30/12/2002




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
129,219
119,646
109,916
358.781



Inter-segment revenue
155,431
(61,156)
(94,275)
-



Segment revenue
284,650
58,490
15,641
358,781











Segment profit before taxation
149,197
     32,654 
       14,185 
  196,036 



Taxation



     (54,681)



Net profit for the year



     141,355 






















Cumulative Quarter Ended 30/12/2002




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
279,036
238,139
215,313
732,488



Inter-segment revenue
302,863
(125,996)
(176,867)
-



Segment revenue
581,899
112,143
38,446
732,488











Segment profit before taxation
296,797
61,115
35,392
393,304



Taxation



(115,027)



Profit after taxation



278,277











Segment assets
15,237,167
7,765,554
19,943,500
42,946,221



Unallocated assets



1,492,355



Total assets



44,438,576


8
(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 31/12/2003

Ended 30/06/2003

Ended

 31/12/2003

Ended 30/06/2003


RM’000

RM’000

RM’000

RM’000










Agriculture
           209,952 

222,805

           182,556 

190,541

Mining & quarrying
            42,494 

49,172

            27,842 

29,548

Manufacturing
        2,267,454 

2,331,233

        2,067,815 

2,086,420

Electricity, gas & water
           130,654 

83,815

          113,085 

51,207

Construction
        1,182,040 

1,235,495

           679,103 

754,174

Real estate
           190,391 

212,200

           102,283 

111,057

Purchase of landed 

 property:
                           







 - residential
        5,994,799 

5,293,192

        4,761,978 

3,967,432

- non-residential
        1,954,230 

1,864,654

      1,713,145 

1,675,606

General commerce
        1,621,635 

1,685,054

      1,438,461 

1,467,531

Transport, storage & 




       



  communication
           318,404 

343,662

           235,415 

229,522

Finance, insurance &       








   business services
           663,914 

732,226

           528,124 

576,014

Purchase of securities
           965,138 

905,937

           616,985 

587,823

Purchase of transport      








  vehicles
        5,438,727 

6,302,544

              9,390 

7,958

Consumption credit
        1,840,211 

1,768,866

        1,839,532 

1,768,018

Others
        1,431,494 

1,280,256

           995,715 

836,162










Total
24,251,537

24,311,111

15,311,429

14,339,013

8
(c) Non-performing loans

The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter Ended

Year Ended

Quarter Ended

Year Ended


31/12/2003

30/06/2003

31/12/2003

30/06/2003


RM’000

RM’000

RM’000

RM’000

Opening balance @ July 1
2,819,191

3,138,433

1,375,625

1,480,026

Non-performing during the year

  (gross)
1,269,930

2,550,410

507,706

1,014,517

Accrued interest
90,670

136,948

56,755

123,528

Amount recovered
(243,033)

(815,101)

(132,707)

(381,642)

NPL classified as performing 
(896,872)

(1,921,060)

(353,590)

(725,080)

Amount written off
(254,400)

(270,413)

(163,203)

(135,698)

Exchange difference 
4,372

(26)

4,372

(26)

Closing balance @ 
2,789,858

2,819,191

1,294,958

1,375,625










Total net non-performing loans 

 (and financing)*@ Dec 31/June 30
1,466,142

1,410,123

647,846

655,663

(as a % of total loans)*   
6.4%

6.2%

4.4%

4.8%










* net of specific provision and 

    interest-in-suspense








8
(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 

Financial 

Current 

Financial 


Quarter Ended

Year Ended

Quarter Ended

Year Ended


31/12/2003

30/06/2003

31/12/2003

30/06/2003

General provision (GP)
RM’000

RM’000

RM’000

RM’000

Opening balance @ July 1
365,887

382,764

212,506

199,671

 Provisions made/(write back)

  during the year
(2,557)

(16,887)

16,318

12,825

 Exchange difference
398

10

398

10

 Closing balance @ Dec 31/ June 30
363,728

365,887

229,222

212,506










(as % of total loans less SP and IIS)
1.6%

1.6%

1.6%

1.6%










Specific provision (SP)








Opening balance @ July 1
789,517

743,032

445,375

381,561

Provisions made during the year
182,685

498,992

89,877

232,940

 Amount recovered
(67,464)

(252,085)

(21,401)

(61,360)

Amount transferred to provision for 

   diminution in value
-

(9,141)

-

(9,141)

Amount written off
(197,455)

(191,279)

(134,320)

(98,623)

Exchange difference
2,457

(2)

2,457

(2)

Closing balance @ Dec 31/ June 30
709,740

789,517

381,988

445,375

8
(d) Loan loss provision (continued)

The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter Ended

Year Ended

Quarter Ended

Year Ended


31/12/2003

30/06/2003

31/12/2003

30/06/2003

Interest-in-suspense (income-in-suspense)
RM’000

RM’000

RM’000

RM’000

Opening balance @ July 1
619,551

577,890

274,587

251,909

Provisions made during the year
154,835

310,798

72,701

153,197

Amount recovered
(83,908)

(176,995)

(33,724)

(86,850)

Amount transferred to provision for

  diminution in value
-

(10,893)

-

(10,893)

Amount written off
(77,284)

(81,240)

(49,222)

(32,767)

Exchange difference
782

(9)

782

(9)

Closing balance @ Dec 31/June 30
613,976

619,551

265,124

274,587










8
(e) Amount recoverable from Danaharta 
The Group
The Bank



Current 

Financial 

Current 

Financial 



Quarter Ended

Year Ended

Quarter Ended

Year Ended



31/12/2003

30/06/2003

31/12/2003

30/06/2003











Opening balance @ July 1

8,356

22,314

4,174

7,251

Amount arising during the year

-

-

-

-

Provision made during the year

(6,960)

(13,958)

(4,174)

(3,077)

Written back on final settlement

-

-

-

-

Amount recovered

-

-

-

-

Closing balance @Dec 31/ June 30

1,396

8,356

-

4,174











9
Property, plant and equipment 

The valuations of land and building had been brought forward without amendment from the previous audited annual financial statements.  

10
Material events subsequent to the end of the reporting period

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

11
Changes in the composition of the Group 
There were no changes in the composition of the Group for the current financial period. 

12
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 Period
Financial Year

Ended 31/12/2003
Ended 30/06/2003


Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM’000
RM’000
RM’000
RM’000

The Group











Direct credit substitutes
141,125
141,125
140,555
140,555

Transaction-related contingent items
434,949
217,475
447,550
223,775

Short-term self liquidating trade-





  related contingencies
469,730
93,946
474,780
94,956

Underwriting obligation
-
-
14,225
7,112

Irrevocable commitments to extend 





  credit





 -maturity more than 1 year
3,535,436
1,767,718
3,496,234
1,748,117

 -maturity less than 1 year
6,746,504
-
5,748,782
-

Foreign exchange related contracts
2,463,783
44,435
1,739,461
30,976

Interest rate related contracts
1,401,000
10,672
1,481,000
17,483

Miscellaneous
548
-
573
-

Total
15,193,075
2,275,371
13,543,160
2,262,974







12
Commitments and contingencies (continued)

Current Period
Financial Year

Ended 31/12/2003
Ended 30/06/2003


Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM’000
RM’000
RM’000
RM’000

The Bank











Direct credit substitutes
139,851
139,851
137,870
137,870

Transaction-related contingent items
434,949
217,475
447,550
223,775

Short-term self liquidating trade-





  related contingencies
463,184
92,637
474,780
94,956

Underwriting obligation
-
-
14,225
7,112

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
2,988,980
1,494,490
2,869,152
1,434,576

 -maturity less than 1 year
6,318,551
-
5,329,040
-

Foreign exchange related contracts
2,463,783
44,435
1,739,461
30,976

Interest rate related contracts
1,157,000
18,366
1,237,000
24,980

Miscellaneous
548
-
573
-

Total
13,966,846
2,007,254
12,249,651
1,954,245







13
Related party transactions

All related party transactions within the Group had been entered into in the normal course of business and were carried out on normal commercial terms.
HONG LEONG BANK BERHAD ("HLB" or "Bank")

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

1
Review of performance 

Current quarter against previous corresponding quarter

For the current financial quarter, the Group recorded a pre-tax profit of RM178.3 million as compared to RM196.0 million in the previous corresponding quarter ended 31 Dec 2002, a decline of RM17.7 million. Turnover was lower as a result of narrowing interest margin earned coupled with lower contribution from its hire purchase business. 

Financial year-to-date against previous financial year-to-date
The Group recorded a pre-tax profit of RM359.1 million, a decline of RM34.2 million as compared to RM393.3 million in the previous corresponding period. Turnover declined by RM36.5 million  as  result of the narrower interest margin  earned as well as lower contribution from hire purchase business due to its reduced loan base. In addition, treasury operations suffered as  a result of weakness in the bond market during the  1st quarter of the financial year, have also deteriorated the Group’s profitabily for the current period. 

2
Review of performance of current quarter against preceding quarter

For the current financial quarter, the Group recorded a pre-tax profit of RM178.3 million as compared to RM180.9 million in the preceding quarter, a decrease of RM2.6 million. The decrease was attributable to higher operating expenses as well as lower interest income and higher specific provision provided during the current quarter. However, the unfavorable variance was partially off-set by more stable bond market in the current quarter.  

3
Current year prospects 

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

4
Variance in profit forecast and shortfall in profit guarantee

This note is not applicable to the Group.

5
Taxation


Current 

Corresponding 

Cumulative 

Cumulative 


Quarter Ended

Quarter    Ended

Quarter Ended

Quarter Ended


31/12/2003

31/12/2002

31/12/2003

31/12/2002


RM’000

RM’000

RM’000

RM’000










The Group

















Malaysian income tax
52,121

79,470

101,247

139,816

Overseas tax
-

-

-

-


52,121

79,470

101,247

139,816

Transfer from deferred taxation
(2,051)

(24,789)

(437)

(24,789)


50,070

54,681

100,810

115,027


Current 

Corresponding 

Cumulative 

Cumulative 


Quarter Ended

Quarter    Ended

Quarter Ended

Quarter Ended


31/12/2003

31/12/2002

31/12/2003

31/12/2002


RM’000

RM’000

RM’000

RM’000










The Bank

















Malaysian income tax
25,925

71,750

50,055

100,438

Overseas tax
-

-

-

-


25,925

71,750

50,055

100,438

Transfer from deferred taxation
(2,051)

(12,271)

(4,569)

(12,271)


23,874

59,479

45,486

88,167

The Group’s and the Bank’s effective tax rate for the current quarter and cumulative quarter approximates the statutory tax rate. 

6
Profit on sale of unquoted investments/properties 

There were no material gains or losses on disposal of unquoted investments (other than in the ordinary course of business) and/or properties for the financial quarter 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
Status of corporate proposals

On 13 January 2004, HLB announced that it had been granted a banking license by the Hong Kong Monetary Authority to carry out banking business in Hong Kong and preparations are underway to open a branch office in Hong Kong. This branch office is expected to be opened for business by 2nd quarter of 2004.

9 Group Borrowings

This note is not applicable to the Group.

10
Deposits and debt securities
The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter   Ended

Year Ended

Quarter Ended

Year Ended


31/12/2003

30/06/2003

31/12/2003

30/06/2003


RM’000

RM’000

RM’000

RM’000

Deposits from customers

















Fixed deposits 








  and negotiable instruments
27,289,120

28,134,492

15,674,761

14,749,569

Others
8,950,520

7,864,944

8,001,259

6,879,067


36,239,640

35,999,436

23,676,020

21,628,636










The maturity structure of fixed    








 deposits and negotiable 








 instruments : 

















 One year or less (short term)
27,155,045

27,976,256

15,598,033

14,669,905

 More than one year

 (medium/long term)
134,075

158,236

76,728

79,664


27,289,120

28,134,492

15,674,761

14,749,569










10
Deposits and debt securities (continued)
The Group
The Bank


Current 

Financial 

Current 

Financial 


Quarter   Ended

Year Ended

Quarter Ended

Year Ended


31/12/2003

30/06/2003

31/12/2003

30/06/2003


RM’000

RM’000

RM’000

RM’000










Deposits and placements of








 banks and other financial








 institutions








Licensed banks
742,033

390,203

1,077,333

374,103

Other financial institutions
1,063,950

50

1,063,950

232,900


1,805,983

390,253

2,141,283

607,003










The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :








  One year or less (short term)
1,805,983

390,253

2,141,283

607,003

  More than one year  

 (medium/long term)
-

-

-

-


1,805,983

390,253

2,141,283

607,003










Obligations  on  securities 








  sold under repurchase








  agreements








  One year or less (short term)
2,426,181

1,510,639

2,426,181

1,510,639

  More than one year    

  (medium/long term)
-

-

-

-


2,426,181

1,510,639

2,426,181

1,510,639










11
Off-Balance Sheet Financial instruments 

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
789,264
478,001
41,461
128,173
137,829
3,800
-


 - swaps
1,674,519
1,212,015
76,118
172,645
213,741
-
-












Interest rate related 









 Contracts









 - forwards
-
-
-
-
-
-
-
 

 - futures
157,000
-
-
-
147,000
10,000
-


 - swaps
1,244,000
-
304,000
-
45,000
895,000
-












Total
3,864,783
1,690,016
421,579
300,818
543,570
908,800
-












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
789,264
478,001
41,461
128,173
137,829
3,800
-


 - swaps
1,674,519
1,212,015
76,118
172,645
213,741
-
-












Interest rate related 









 Contracts









 - forwards
-
-
-
-
-
-
-


 - futures
157,000
-
-
-
147,000
10,000
-


 - swaps
1,000,000
-
-
-
45,000
955,000
-












Total
3,620,783
1,690,016
117,579
300,818
543,570
968,800
-












11
Off-Balance Sheet Financial instruments (Continued)

Foreign exchange, interest rate, 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 the 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 RM32,456,735 (FYE June 2003: RM45,515,478) and RM290,000,000 (FYE June 2003: RM400,000,000) 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 the end of the financial period, the amount of credit risk, measured in terms of the cost to replace the profitable contracts, was RM6,000,208 (FYE June 2003: RM12,219,868). 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.

12
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.

13
Dividend

An  interim  dividend of 8.5% less income tax of 28% has been proposed for the current quarter.  

(i)
Amount per share: 8.5 sen (less 28% taxation).

(ii) Previous corresponding quarter: 6.0 sen per share (less 28% taxation).

(iii) Entitlement date: 18 March 2004

(iv) Payment date: 30 March 2004

14
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
Period Ended 
Period Ended


31/12/2003
31/12/2002
31/12/2003
31/12/2002

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
128,188
141,355
258,323
278,277







Weighted average number of ordinary 





  shares in issue (‘000)
1,580,098
1,434,549
1,541,146
1,434,295







Basic earnings per share (sen)
8.11
9.85
16.76
19.40

The Bank





Profit after taxation
60,028
146,070
115,033
213,010







Weighted average number of ordinary 





  shares in issue (‘000)
1,580,098
1,434,549
1,541,146
1,434,295







Basic earnings per share (sen)
3.80
10.18
7.46
14.85

14
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 ESOS options into ordinary shares.  

Current
Corresponding
Current
Corresponding


Quarter Ended
Quarter Ended
Period Ended
Period Ended


31/12/2003
31/12/2002
31/12/2003
31/12/2002

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
128,188
141,355
258,323
278,277







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





- during the year 
1,580,098
1,434,549
1,541,146
1,434,295

- adjustment for ESOS options 
1,471
1,532
1,527
2,082


1,581,569
1,436,081
1,542,673
1,436,377







Fully diluted earnings per share (sen)
8.11
9.84
16.75
19.37


Current
Corresponding
Current
Corresponding


Quarter Ended
Quarter Ended
Period Ended
Period Ended


31/12/2003
31/12/2002
31/12/2003
31/12/2002

The Bank
RM’000
RM’000
RM’000
RM’000







Profit after taxation
60,028
146,070
115,033
213,010







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





- during the year 
1,580,098
1,434,549
1,541,146
1,434,295

- adjustment for ESOS options 
1,471
1,532
1,527
2,082


1,581,569
1,436,081
1,542,673
1,436,377







Fully diluted earnings per share (sen)
3.80
10.17
7.46
14.83







12
14

