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

NOTES TO THE CONDENSED FINANCIAL STATEMENTS

FOR THE FINANCIAL YEAR ENDED 30 JUNE 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 except for the change in accounting policies with respect to the recognition of employee benefits, in compliance with MASB 29 Employee Benefits.

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

There was no qualified report issued by the auditors in the preceding 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 year.
6
Issuance and repayment of debt and equity securities 
During the financial year ended 30 June 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 30 June 2004
1,580,107,034

7
Dividends Paid 

A final dividend of 18.0% less income tax at 28% and special tax exempt dividend of 11% amounted to RM344.2 million in respect of the financial year ended 30 June 2003 was paid on 23 October 2003. An interim dividend of 8.5% 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) Group segmental reporting on revenue, profit and assets


   

Current Quarter Ended 30/6/2004




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
135,386
49,120
161,922
346,428



Inter-segment revenue
149,018
(31,047)
(117,971)
-



Segment revenue
284,404
18,073
43,951
346,428











Segment profit before taxation
153,092
(57,486)
32,135
127,741



Taxation and zakat



(33,549)



Net profit for the year



94,192






















Financial Year Ended 30/6/2004




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
518,650
339,902
535,669
1,394,221



Inter-segment revenue
593,572
(137,597)
(455,975)
-



Segment revenue
1,112,222
202,305
79,694
1,394,221











Segment profit before taxation
555,112
(81,474)
55,083
528,721



Taxation and zakat



(146,761)



Profit after taxation



381,960











Segment assets
16,536,040
6,680,203
23,887,910
47,104,153



Unallocated assets



1,956,252



Total assets



49,060,405


8 (a) Group segmental reporting on revenue, profit and assets (cond’t)


   

Current Quarter Ended 30/6/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
141,526
90,411
140,858
372,795



Inter-segment revenue
113,620
486
(114,106)
-



Segment revenue
255,146
90,897
26,752
372,795











Segment profit before taxation
132,760
47,611
15,993
196,364



Taxation and zakat



(37,310)



Net profit for the year



159,054






















Financial Year Ended 30/6/2003




Consumer
Business





By Business Segment
Banking
Banking
Treasury
Total




RM’000
RM’000
RM’000
RM’000



External revenue
545,430
468,116
470,888
1,484,434



Inter-segment revenue
569,490
(184,186)
(385,304)
-



Segment revenue
1,114,920
283,930
85,584
1,484,434











Segment profit before taxation
551,195
180,895
69,796
801,886



Taxation and zakat



(221,053)



Profit after taxation



580,833











Segment assets
15,993,584
6,784,246
19,728,639
42,506,469



Unallocated assets



1,062,133



Total assets



43,568,602


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

                  economic purposes

The Group
The Bank


Financial Year

Financial 

Year

Financial Year

Financial 

Year


Ended 30/06/2004

Ended 30/06/2003

Ended

 30/06/2004

Ended 30/06/2003


RM’000

RM’000

RM’000

RM’000










Agriculture
248,421

222,805

223,528

190,541

Mining & quarrying
42,582

49,172

30,587

29,548

Manufacturing
2,535,916

2,331,233

2,338,797

2,086,420

Electricity, gas & water
130,258

83,815

114,075

51,207

Construction
1,130,972

1,235,495

630,179

754,174

Real estate
202,245

212,200

136,093

111,057

Purchase of landed 

 property:








 - residential
6,722,110

5,293,192

5,552,797

3,967,432

- non-residential
2,043,788

1,864,654

1,801,916

1,675,606

General commerce
1,739,877

1,685,054

1,558,393

1,467,531

Transport, storage & 








  communication
316,193

343,662

244,968

229,522

Finance, insurance &       








   business services
771,190

732,226

657,464

576,014

Purchase of securities
983,091

905,937

624,350

587,823

Purchase of transport      








  vehicles
4,977,242

6,302,544

6,471

7,958

Consumption credit
1,871,167

1,768,866

1,870,762

1,768,018

Others
1,131,197

1,280,256

808,018

836,162










Total
24,846,249

24,311,111

16,598,398

14,339,013

8
(c) Non-performing loans

The Group
The Bank


Financial 

Financial 

Financial 

Financial 


Year    Ended

Year Ended

Year    Ended

Year Ended


30/6/2004

30/06/2003

30/6/2004

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)
2,687,510

2,550,410

1,482,356

1,014,517

Accrued interest
125,338

136,948

114,655

123,528

Amount recovered
(556,174)

(815,101)

(326,765)

(381,642)

NPL classified as performing 
(1,906,474)

(1,921,060)

(990,467)

(725,080)

Amount written off
(396,224)

(270,413)

(240,710)

(135,698)

Exchange difference 
2,037

(26)

2,037

(26)

Closing balance @  June 30
2,775,204

2,819,191

1,416,731

1,375,625










Total  non-performing loans 

 (and financing) less IIS and SP@ June 30
1,266,105

1,410,123

612,535

655,663

(as a % of total loans less IIS and SP)   
5.4%

6.2%

3.9%

4.8%










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


Financial

Financial 

Financial 

Financial 


Year  Ended

Year Ended

Year  Ended

Year Ended


30/06/2004

30/06/2003

30/06/2004

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
864

(16,887)

35,452

12,825

 Exchange difference
204

10

204

10

 Closing balance @ June 30
366,955

365,887

248,162

212,506










(as % of total loans less IIS and SP)
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
531,472

498,992

326,220

232,940

 Amount recovered
(126,415)

(252,085)

(45,901)

(61,360)

Amount transferred to provision for 

   diminution in value
(21,177)

(9,141)

(21,177)

(9,141)

Amount written off
(306,987)

(191,279)

(189,296)

(98,623)

Exchange difference
1,633

(2)

1,633

(2)

Closing balance @ June 30
868,043

789,517

516,854

445,375

8
(d) Loan loss provision (continued)

The Group
The Bank


Financial 

Financial 

Financial 

Financial 


Year   Ended

Year Ended

Year   Ended

Year Ended


30/06/2004

30/06/2003

30/06/2004

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
280,001

310,798

148,887

153,197

Amount recovered
(147,594)

(183,061)

(70,833)

(86,850)

Amount transferred to provision for

  diminution in value
(1,059)

(10,893)

(1,059)

(10,893)

Amount written off
(110,351)

(75,174)

(64,748)

(32,767)

Exchange difference
508

(9)

508

(9)

Closing balance @ June 30
641,056

619,551

287,342

274,587










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



Financial 

Financial 

Financial 

Financial 



Year   Ended

Year Ended

Year   Ended

Year Ended



30/06/2004

30/06/2003

30/06/2004

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

(8,356)

(13,958)

(4,174)

(3,077)

Written back on final settlement

-

-

-

-

Amount recovered

-

-

-

-

Closing balance @ June 30

-

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

On 1 August 2004, the Bank had completed a merger with its wholly-owned subsidiary company, Hong Leong Finance Berhad (“HLF”) by way of transfer of the finance company business of HLF (excluding the leasing business) to the Bank.  The leasing business of HLF was transferred to Hong Leong Leasing Sdn Bhd on the same day.  The scheme of merger was effected after obtaining Bank Negara Malaysia’s approval and Vesting Orders from the High Court of Malaya on 16 July 2004 and 27 July 2004 respectively.

11
Changes in the composition of the Group 
There were no changes in the composition of the Group for the current financial year and up to the  date of this report except for the following:
a) 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.

b) The High Court of Malaya had, on 27 July 2004, granted vesting orders for the transfer of the finance company business and leasing business of Hong Leong Finance Berhad to Hong Leong Bank Berhad and Hong Leong Leasing Sdn Bhd respectively. The said transfers took effect on 1 August 2004.

12
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:

Financial Year
Financial Year

Ended 30/06/2004
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
156,131
156,131
140,555
140,555

Transaction-related contingent items
433,562
216,781
447,550
223,775

Short-term self liquidating trade-





  related contingencies
482,815
96,563
474,780
94,956

Underwriting obligation
62,214
31,107
14,225
7,112

Irrevocable commitments to extend 





  credit





 -maturity more than 1 year
3,856,852
1,928,426
3,496,234
1,748,117

 -maturity less than 1 year
8,409,576
-
7,456,080
-

Foreign exchange related contracts
4,714,804
64,229
1,739,461
30,976

Interest rate related contracts
2,083,591
33,797
1,481,000
17,483

Miscellaneous
556
-
573
-

Total
20,200,101
2,527,034
15,250,458
2,262,974







12
Commitments and contingencies (continued)

Financial Year
Financial Year

Ended 30/06/2004
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
155,369
155,369
137,870
137,870

Transaction-related contingent items
433,562
216,781
447,550
223,775

Short-term self liquidating trade-





  related contingencies
476,949
95,390
474,780
94,956

Underwriting obligation
62,214
31,107
14,225
7,112

Irrevocable commitments to extend 





 credit





 -maturity more than 1 year
3,365,884
1,682,942
2,869,152
1,434,576

 -maturity less than 1 year
7,854,821
-
7,036,338
-

Foreign exchange related contracts
4,714,804
64,229
1,739,461
30,976

Interest rate related contracts
2,343,591
44,533
1,237,000
24,980

Miscellaneous
556
-
573
-

Total
19,407,750
2,290,351
13,956,949
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 BURSA MALAYSIA SECURITIES  BERHAD 

1
Review of performance 

Current quarter against previous corresponding quarter
For the current financial quarter, the Group recorded a pre-tax profit of RM127.7 million as compared to RM196.4 million in the previous corresponding quarter ended 30 June 2003, a decline of RM68.7 million. Turnover declined by RM26.4 million contributed mainly from narrower interest margins. Operating expenses increased by RM41.1 million due mainly to a lower than usual previous corresponding quarter as a result of a change in accounting policy on dealers’ handling fees for hire-purchase business. 

Financial year-to-date against previous financial year-to-date

The Group recorded a pre-tax profit of RM528.7 million, a decline of RM273.2 million as compared to RM801.9 million in the previous corresponding year. Turnover declined by RM90.2 million as a result of the narrower interest margins earned as well as lower contribution from hire purchase business due to its declining loan base.  Non-interest income recorded a marginal decline of RM1.9 million despite the treasury losses of RM32 million suffered as a result of the weakness in the bond market during the 1st quarter of the financial year. The treasury losses were mitigated by higher commission and fee based income earned during the year. Loan loss provision increased by RM155.8 million mainly due to lumpy provisions made for several restructured and rescheduled non- performing loans in the 3rd quarter.

2
Review of performance of current quarter against preceding quarter

For the current financial quarter, the Group recorded a pre-tax profit of RM127.7 million as compared to RM41.8 million in the preceding quarter, an increase of RM85.9 million. The increase was attributed to the decrease in loan loss provision by RM110.5 million, which was mainly due to lumpy provisions made in the preceding quarter for several restructured and rescheduled non-performing loans. However, the favorable variance was partially off-set by higher operating expenses of RM19.3 million partly due to higher dealers’ handling fees and expenses from the newly opened Hong Kong Branch. 

3
Prospects for the new financial year 2004/2005 

Overall, loan growth picked up by 2.2% y-o-y, led by mortgage and consumption credits, coupled with healthy increase in new hire purchase funding over the last few months in the financial year. The Group’s financial and business fundamentals are expected to be on course and the Group is expected to perform satisfactorily in the new financial year. 

4
Variance in profit forecast and shortfall in profit guarantee

This note is not applicable to the Group.

5
Taxation


Current 

Corresponding 

Financial 

Financial 


Quarter Ended

Quarter    Ended

Year   Ended

Year    Ended


30/06/2004

30/06/2003

30/06/2004

30/06/2003


RM’000

RM’000

RM’000

RM’000










The Group

















Malaysian income tax
23,170

(2,886)

141,919

204,496

Overseas tax
-

-

-

-


23,170

(2,886)

141,919

204,496

Under provision in prior year
15,397

-

15,397

-

Transfer from/ (to) deferred taxation
(5,038)

40,196

(10,575)

16,557


33,529

37,310

146,741

221,053










The Bank

















Malaysian income tax
24,599

115,855

154,207

262,637

Overseas tax
-

-

-

-


24,599

115,855

154,207

262,637

Under provision in prior year
2,204

-

2,204

-

Transfer from/(to) deferred taxation
(1,728)

12,561

(11,397)

1,315


25,075

128,416

145,014

263,952

The Group’s and the Bank’s effective tax rate for the financial year 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 year under review.

7
Purchase and disposal of quoted securities 

There were no purchase or disposal of quoted securities for the financial year under review other than those purchased or disposed in the ordinary course of business.

8
Status of corporate proposals

There  are no outstanding corporate proposal for the current financial year.
9 Group Borrowings

This note is not applicable to the Group.

10
Deposits and debt securities
The Group
The Bank


Financial 

Financial 

Financial 

Financial 


Year     Ended

Year Ended

Year    Ended

Year Ended


30/06/2004

30/06/2003

30/06/2004

30/06/2003


RM’000

RM’000

RM’000

RM’000

Deposits from customers

















Fixed deposits 








  and negotiable instruments
28,394,619

28,134,492

17,634,030

14,749,569

Others
9,407,639

7,864,944

8,489,189

6,879,067


37,802,258

35,999,436

26,123,219

21,628,636










The maturity structure of fixed    








 deposits and negotiable 








 instruments : 

















 One year or less (short term)
28,296,944

27,976,256

17,596,440

14,669,905

 More than one year

 (medium/long term)
97,675

158,236

37,590

79,664


28,394,619

28,134,492

17,634,030

14,749,569










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


Financial 

Financial 

Financial 

Financial 


Year      Ended

Year Ended

Year      Ended

Year Ended


30/06/2004

30/06/2003

30/06/2004

30/06/2003


RM’000

RM’000

RM’000

RM’000










Deposits and placements of








 banks and other financial








 institutions








Licensed banks
1,323,369

390,203

1,203,369

374,103

Other financial institutions
128,150

50

454,100

232,900


1,451,519

390,253

1,657,469

607,003










The maturity structure of    

 deposits and placements of 

 banks and other financial  

 institutions :








  One year or less (short term)
1,451,519

390,253

1,657,469

607,003

  More than one year  

 (medium/long term)
-

-

-

-


1,451,519

390,253

1,657,469

607,003










Obligations  on  securities 








  sold under repurchase








  agreements








  One year or less (short term)
3,594,893

1,510,639

3,594,893

1,510,639

  More than one year    

  (medium/long term)
-

-

-

-


3,594,893

1,510,639

3,594,893

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
1,503,110
716,968
424,820
293,851
67,471
-
-
-

 - swaps
2,931,545
1,856,777
533,695
541,073
-
-
-
-

 - options
280,149
271,625
8,524
















Interest rate related 









 contracts









 - forwards
-
-
-
-
-
-
-
-

 - futures
-
-
-
-
-
-
-
-

 - swaps
2,083,591
-
-
45,000
730,000
1,308,591
-
-











Total
6,798,395
2,845,370
967,039
879,924
797,471
1,308,591
-
-











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
1,503,110
716,968
424,820
293,851
67,471
-
-
-

 - swaps
2,931,545
1,856,777
533,695
541,073
-
-
-
-

 - options
280,149
271,625
8,524
-
-
-
-
-











Interest rate related 









 contracts









 - forwards
-
-
-
-
-
-
-
-

 - futures
-
-
-
-
-
-
-
-

 - swaps
2,343,591
-
-
45,000
790,000
1,508,591
-
-











Total
7,058,395
2,845,370
967,039
879,924
857,471
1,508,591
-
-











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 year, the amount of contracts which were not hedged and hence, exposed to foreign exchange and interest rate market risk were RM228,765,000 (FYE June 2003: RM45,515,000) and RM1,533,591,000 (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 year, the amount of credit risk, measured in terms of the cost to replace the profitable contracts, was RM10,689,000 (FYE June 2003: RM12,219,000). 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

A  final  dividend of 15.5 sen per share less income tax of 28% has been proposed for the current quarter.  

(i)
Amount per share: 15.5 sen less 28% tax.

(ii) Previous corresponding quarter (amount per share) :11.0 sen tax exempt and 18.0 sen less income tax at 28%. 

(iii) Entitlement date: To be announced at a later date. 

(iv) Payment date: To be announced at a later date.

The total dividend for the current financial year (amount per share) :24.0 sen less income tax at 28% 

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
Financial 
Financial


Quarter Ended
Quarter Ended
Year Ended 
Year Ended


30/06/2004
30/06/2003
30/06/2004
30/06/2003

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
94,192
159,054
381,960
580,833







Weighted average number of ordinary 





  shares in issue (‘000)
1,580,107
1,434,744
1,560,520
1,434,484







Basic earnings per share (sen)
6.0
11.1
24.5
40.5

The Bank





Profit after taxation
67,268
341,503
369,315
668,824







Weighted average number of ordinary 





  shares in issue (‘000)
1,580,107
1,434,744
1,560,520
1,434,484







Basic earnings per share (sen)
4.3
23.8
23.7
46.6

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
Financial
Financial


Quarter Ended
Quarter Ended
Year Ended
Year Ended


30/06/2004
30/06/2003
30/06/2004
30/06/2003

The Group
RM’000
RM’000
RM’000
RM’000







Profit after taxation
94,192
159,054
381,960
580,833







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





- during the year 
1,580,107
1,434,744
1,560,520
1,434,484

- adjustment for ESOS options 
-
893
-
1,421


1,580,107
1,435,637
1,560,520
1,436,074







Fully diluted earnings per share (sen)
6.0
11.1
24.5
40.5

The Bank











Profit after taxation
67,268
341,503
369,315
668,824







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





- during the year 
1,580,107
1,434,744
1,560,520
1,434,484

- adjustment for ESOS options 
-
893
-
1,421


1,580,107
1,435,637
1,560,520
1,436,074







Fully diluted earnings per share (sen)
4.3
23.8
23.7
46.6
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