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

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

FOR THE PERIOD ENDED 31 MARCH 2004


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 Bursa Malaysia Securities Berhad 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 March 2004, 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 March  2004
1,580,107,034

7
Dividends Paid 


An interim dividend of 8.5 sen per share less tax in respect of the half-year ended 31 December 2003 amounting to RM96.7 million was paid on 30 March 2004. 

8
a) Segmental reporting on revenue, profit and assets


   

Current Quarter Ended 31/03/2004




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
122,368
87,917
141,466
351,751



Inter-segment revenue
145,418
(31,927)
(113,491)
-



Segment revenue
267,786
55,990
27,975
351,751











Segment profit before taxation
          123,402 
          (104,658) 
            23,103 
41,847



Taxation



(12,402)



Profit after taxation 



29,445






















Cumulative Quarter Ended 31/03/2004




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
383,264
290,782
373,747
1,047,793



Inter-segment revenue
444,554
(106,550)
(338,004)
                     - 
 


Segment revenue
827,818
184,232
35,743
1,047,793











Segment profit before taxation
402,020
(23,988)
22,948
400,980



Taxation



(113,212)



Profit after taxation



287,768











Segment assets
16,370,581
6,212,562
22,852,477
45,435,620



Unallocated assets



1,569,348



Total assets



47,004,968


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


   

Corresponding  Quarter Ended 31/03/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
125,005
139,429
114,717
379,151



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



Segment revenue
278,011
80,754
20,386
379,151











Segment profit before taxation
122,451
71,356
18,411
212,218



Taxation



(68,716)



Profit after taxation 



143,502






















Cumulative Quarter Ended 31/03/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
403,905
377,704
330,030
1,111,639



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



Segment revenue
859,774
193,033
58,832
1,111,639











Segment profit before taxation
418,435
133,284
53,803
605,522



Taxation



(183,743)



Profit after taxation



421,779











Segment assets
15,112,027
7,171,367
19,242,937
41,526,331



Unallocated assets



1,716,857



Total assets



43,243,188


8
(b) Segmental reporting on loans, advances and financing analysed by their  

                  economic purposes
The Group


Current

Financial


Quarter Ended 31/03/2004

Year Ended 30/06/2003


RM’000

RM’000






Agriculture
             211,366 

222,805

Mining & quarrying
               46,151 

49,172

Manufacturing
          2,164,735 

2,331,233

Electricity, gas & water
              32,886 

83,815

Construction
         1,036,141 

1,235,495

Real estate
             195,201 

212,200

Purchase of landed 

 property:




 - residential
        6,330,632 

5,293,192

 - non-residential
           1,982,131 

1,864,654

General Commerce
         1,629,791 

1,685,054

Transport, storage & 




  communication
            311,533 

343,662

Finance, insurance &       




   business services
            806,918 

732,226

Purchase of securities
         1,036,892 

905,937

Purchase of transport      




  vehicles
        5,209,806 

6,302,544

Consumption credit
          1,866,881 

1,768,866

Others
         1,362,821 

1,280,256






Total
24,223,885

24,311,111

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 

Visia Nominees Sdn Bhd, a wholly-owned subsidiary of Hong Leong Finance Berhad  had been put under voluntary winding-up and is currently pending completion.

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 Quarter
Financial Year

Ended 31/03/2004
Ended 30/06/2003

The Group
Principal Amount
Credit Equivalent
Principal Amount
Credit Equivalent


RM’000
RM’000
RM’000
RM’000







Direct credit substitutes
137,999
137,999
140,555
140,555

Transaction-related contingent items
424,099
212,050
447,550
223,775

Short-term self liquidating trade-





  related contingencies
496,713
99,343
474,780
94,956

Underwriting obligation
-
-
14,225
7,112

Irrevocable commitments to extend 





  credit





 -maturity more than 1 year
3,742,677
1,871,340
3,496,234
1,748,117

 -maturity less than 1 year
8,233,190
-
5,748,782
-

Foreign exchange related contracts
4,129,251
78,189
1,739,461
30,976

Interest rate related contracts
1,348,295
8,671
1,481,000
17,483

Miscellaneous
653
-
573
-

Total
18,512,877
2,407,592
13,543,160
2,262,974







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 BURSA MALAYSIA SECURITIES  BERHAD

1
Review of performance for the financial quarter ended 31 March 2004 against previous corresponding quarter

Current quarter against previous corresponding quarter

For the current financial quarter, the Group recorded a pre-tax profit of RM41.8 million as compared to RM212.2 million in the previous corresponding quarter ended 31 March 2003, a decline of RM170.4 million. Loan loss provision increased by RM152.2 million, as a result additional specific provision for restructured and rescheduled loans which relapsed during the current quarter. 

Financial year-to-date against previous financial year-to-date
The Group recorded a pre-tax profit of RM401.0 million, a decline of RM204.5 million as compared to RM605.5 million in the previous corresponding period. Turnover declined by RM63.8 million  as  result of lower interest spread  earned as well as lower contribution from hire purchase business due to its reduced loan base. Loan loss provision increased by RM154.6 million, as a result of additional specific provision made for restructured and rescheduled  loans which relapsed during the current period. However, operating expenses declined by RM13.9 million as compared to previous corresponding period. In addition, there were treasury losses due to weakness in bond prices in the first six months of the financial year. 

2
Review of performance of current quarter against preceding quarter

For the current financial quarter, the Group recorded a pre-tax profit of RM41.8 million as compared to RM178.3 million in the preceding quarter, a decline of RM136.5 million. The decline was attributable to the increase in loan loss provisioning by RM140.2 million. 

3
Current year prospects 

Barring any unforeseen circumstances, the Group is expected to perform satisfactorily in the last quarter of the financial year. However, with the additional specific provisions and treasury losses reported earlier, the full year results are expected to end lower than the previous 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


31/03/2004

31/03/2003

31/03/2004

31/03/2003


RM’000

RM’000

RM’000

RM’000










The Group

















Malaysian income tax
17,502

67,566

118,749

207,382

Overseas tax
-

-

-

-


17,502

67,566

118,749

207,382

Transfer from deferred taxation
(5,100)

1,150

(5,537)

(23,639)


12,402

68,716

113,212

183,743

The Group’s effective tax rate for the current and cummulative quarter approximates the statutory tax rate.  The effective tax rate of the Group  for  the correspondimg  quarter and cummulative quarter ended 31 March 2003 was higher than the statutory tax rate due to certain expenditures which were not deductible for tax purposes.

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

There were no outstanding corporate proposals for the financial quarter under review.

9 Group Borrowings

This note is not applicable to the Group.

10
Deposits and debt securities
The Group


Current 

Financial 



Quarter Ended

Year Ended



31/03/2004

30/06/2003



RM’000

RM’000


Deposits from customers











Fixed deposits 





  and negotiable instruments of deposits
27,162,135

28,134,492


Others
9,333,446

7,864,944



36,495,581

35,999,436








The maturity structure of fixed    





 deposits and negotiable 





 instruments of deposit : 











 One year or less (short term)
27,047,045

27,976,256


 More than one year

 (medium/long term)
115,090

158,236



27,162,135

28,134,492


10 Deposits and debt securities (continued)

The Group


Current 

Financial 



Quarter Ended

Year Ended



31/03/2004

30/06/2003



RM’000

RM’000








Deposits and placements of





 banks and other financial





 institutions





Licensed banks
       1,475,885

390,203


Other financial institutions
          496,000

50



1,971,885

390,253








The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :





  One year or less (short term)
1,971,885

390,253


  More than one year  

 (medium/long term)
-

-



1,971,885

390,253








Obligations  on  securities 





  sold under repurchase





  agreements





  One year or less (short term)
2,665,963

1,510,639


  More than one year    

  (medium/long term)
-

-



2,665,963

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
             1,362,175 
              569,549 
            318,571 
          375,598 
            98,457 
                            -   
                  -   
                          -   

 - swaps
           2,767,076 
            1,765,706 
          279,643 
           281,937 
          439,790 
                            -   
                  -   
                          -   











Interest rate related 









 contracts









- forwards
                           -   
                           -   
                      -   
                      -   
                      -   
                            -   
                  -   
                          -   

 - futures
              305,000
                           -   
                      -   
                      -   
            40,000 
                265,000 
                  -   
                          -   

 - swaps
       1,043,295 
                           -   
                      -   
                      -   
          683,295 
      360,000 
                  -   
                          -   











Total
           5,477,546 
           2,335,255 
           598,214 
          657,535 
        1,261,542 
                625,000 
-
 -   











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 RM29,418,927 (FYE June 2003: RM45,515,478) and RM598,295,320 (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 quarter, the amount of credit risk, measured in terms of the cost to replace the profitable contracts, was RM7,605,255 (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

No interim dividend has been recommended for the current quarter
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


31/03/2004
31/03/2003
31/03/2004
31/03/2003

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
29,445
      143,502 
287,768
      421,779 







Weighted average number of ordinary 





  shares in issue (‘000)
1,580,107
1,434,617
1,554,039
1,434,398







Basic earnings per share (sen)
1.86
10.00
18.52
29.40

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


31/03/2004
31/03/2003
31/03/2004
31/03/2003

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
29,445
      143,502 
287,768
      421,779 







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





- during the year 
1,580,107
1,434,617
1,554,039
1,434,398

- adjustment for ESOS options 
1,550
1,222
1,537
1,813


1,581,657
1,435,839
1,555,576
1,436,211







Fully diluted earnings per share (sen)
1.86
9.99
18.50
29.37







12
1

